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INTRODUCTION 


In principle the audit of a municipality differs little from that of a 
business corporation. In detail, however, there are important differences. 
This booklet describes what those differences are and why they exist. It 
is designed to bridge the gap between business and municipal audits ~ an 


area where there has been little research to date. 


We had another purpose in preparing this booklet - it was to establish 

what duties "an auditor shall perform ... as are prescribed by the 
Department". This booklet replaces the detailed instructions previously 
issued by the Department of Municipal Affairs. As an auditor you are 
professionally competent to decide what audit tests are necessary in various 
circumstances. So except where specifically noted in this booklet - your 
duties and responsibilities as a municipal auditor are the same as for any 


other audit, 


The booklet shows how it is imperative to acquire a full working knowledge 
of mmicipal operations, accounting and legislation when undertaking a 
municipal audit. Once this working knowledge is achieved, the municipal 
auditor will then be able to render a high level of service to local govern-~ 


ment, 


In this booklet you will find little about the preparation of financial 
statements or the generally accepted accounting principles applicable to 
municipalities. This information is to be found in the Municipal Finance 


Manual issued by the Department. 


As you will come to realize, the municipal accountability pattern is any- 
thing but simple; few people outside municipal government fully com- 
prehend it. Also there is every prospect that complexities in municipal 
accounting will increase in the future. The need for a professional 
auditor who can both safeguard the integrity of the system and provide 
constructive services aimed at improving the financial administration of a 


municipality is going to increase in the coming years. 
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We are well aware that municipalities - like every other human institution - 
are less than ideal. But we thought that rather than dwell on what goes 
wrong in local government from the auditor's point of view, we would provide 
a yardstick by which you can judge the operations of your clients. Con- 
sequently the imaginary municipality we use as a yardstick in this booklet 
is ideal: it possesses all the qualities which you will consider necessary 
and desirable. For example, it is large enough to achieve a thoroughly 
efficient operation, but is still not necessarily "big", It is well 
administered: the appointed officials are experts in their own field 

and the elected representatives function well within in their policy 

making sphere. It has a good system of internal control. Individual 
responsibilities have been clearly assigned with an adequate division of 


duties, satisfactory accounting records and sound operating procedures. 


You will find this booklet limits itself to the audit of a municipal 
corporation in Ontario. But within the responsibilities of your audit of 

a municipality you will be required to audit several other bodies; public 
utility commissions, library boards, joint boards and so on. These are not 
covered in this booklet. In particular there are no references to school 
boards. Hopefuily a booklet on the subject of auditing local boards can be 


published at a future date. 


The study was conducted by the staff of the Municipal Accounting Branch of 
the Department of Municipal Affairs - with the assistance of Mr. B.F. Toney, 
C.A., of Touche Ross & Co, Mr, E.J. Reynolds of the Department requires 
special mention for the enthusiasm and professional skill he contributed 

to the project. Many municipal auditors in Ontario contributed to the 
information contained in the booklet, and made many helpful and constructive 
suggestions. In particular, thanks are due to Mr. W.M. Brace, F.C.A., the 
Chairman of the Municipal Accounting and Auditing Committee, and to 

Mr. D.W. Scully, F.C.A., of Clarkson, Gordon & Co., and Mr, B.H. Waters, C.A., 
of Deloitte, Plender, Haskins and Sells, who made many improvements to the 


original manuscript. 
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One of the most satisfying circumstances connected with the publication of 
this booklet is the endorsement by the Municipal Accounting and Auditing 


Committee of the Institute of Chartered Accountants of Ontario. It appears 


on page 


A.W. Reeve, 
Director of Municipal Accounting, 
June, 1970, Department of Municipal Affairs. 
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THE ONTARIO MUNICIPALITY 


1 = Legal definition 


According to Ihe Municipal Act, "municipality means a locality the 
inhabitants of which are incorporated." 


Very succinct. But, beyond telling us that a municipality is a geographic 
area made up of people, not too helpful. 


The Canadian Encyclopedic Digest, which is a compendium of statute and 


case law, supplies a more useful definition: 


"A body corporate constituted by the incorporation of the 
inhabitants, residing within a defined area, upon whom 

the Legislature has, either directly or through some 
intermediate agency, conferred corporate status, rights and 
liabilities, including the right to administer through 

the agency of an elected council, or other governing body, 
such matters of local concern as are either expressly 
specified, or are as necessarily implied from the nature 
and extent of the authority conferred." 


So a municipality is a corporation. In many ways it is similar to a 
business corporation incorporated under The Corporations Act: it has 
legal personality and status. It can sue and be sued, make contracts and 
borrow money. Its existence and its rights and duties are separate from 


those of its constituents. 


To a point, the structure of a municipality is also like that of a 

business corporation. Its members elect a council to manage the corporation 
and to take all executive action on its behalf - just as the shareholders 

of a business corporation elect a board of directors to manage its affairs. 
The mumicipal council appoints officials to carry out its day-to-day 


operations - just as a board of directors appoints company officers. 


bd 


ods yiilagol « 2aven aac ‘ 


dab Jagiabeamt oc? 03 
" betancyroaul wm daltte Yo eit er ae 


a a a 


™ =m, ut 
ortiqamgosy «© ef Yo Tawioteom © tatt ay gables Uooyed aa =. aoniooun Ge 7) 
ode tqhedt oot 30h , viqasq io qu oben deal a 


bas stutata te a /hoeqaso « 0! datdw seep ak rol naa 
sergie heb Ivtoay ead # ieee ee 


add Ya wpbiazaqras ad? od begedi taees, G2aTeqz0| yee a 7 
andy otqu . sett) bool dat 2 rw palbiaey , 89085 .Gate y 
‘sone deyousia we vioveyi® teéste aed 
toe atfgi? .2naeta e7eucgeo baselines ,yaeage ereets 
yee eave upyetriebe Oo} taht eda pottadaat ae tidait 
yvhod gelrmevee idoo co .Tromod betoels ae 4A said 
cleresges tad?ie. pts sa sieetaed fesak ta ored ‘doue 
een eta woth he? lat yl Pangéaeer us ae 
* (oxteton yriva! hoe, a G 30a. bes 
; 
j { 


; 

a od solieiie 62 32 overe wea ul nvidanel & oF vietagas trum 4 a 
vot it (Sb ReRaeOROe. atl, sabe boterng seme ok tea0Mt02 xs Mit 

has 23naxtoos Stew , teen, od berm vine ar +f .eyded4 bee priananaces bs a ; 


coed edkwnene axe avisuh bom etelges tt, bie wonewelie ett sepiiet: 8 ‘ 
vatesud i2an09 ahs 


jure 


» ko eke alt nate ae ina pone 1404 ot 
wottexogTes. sit ayes of faunas o toeia 7 ar ; | af 
ry 7) 
atubliadwresis oda ac taut ~ Piste a7) ee 
-eahadia oi srgmaiha) od g120999c76 16 stot 2 ot ane 


qeb-ot-yad £4 tuo patsy oF oie Saha sacbiaia i) 
-sxeorl2o ynsqred esalouqge arial ni = woos 


B=2 


We need not dwell on the parallels between business and municipal corporations - 


they will be obvious to you, Far more interesting and important are the 


differences between the two types of corporation. 


For example, consider the relationship of a municipal corporation with its 
members which is not fully comparable to that of a business corporation 
with its shareholders. Or, examine the role of appointed officials; in 

a municipal corporation, a person can never be both an elected member of 
the council and an appointed official at one and the same time. And the 
responsibility and authority of an elected municipal council are compara- 


tively restricted. 


Moreover, a business corporation sets out with the avowed goal of earning 

a profit. Not so the municipal corporation. A municipality is incorporated 
in order to provide a range of services for its constituents - at the 

lowest possible cost to the constituents. Service, not profit, is the 


purpose of the municipal corporation. 


With, perhaps, the exception of the largest conglomerates, no business 
corporation has such a wide variety of operations as that found in an 
Ontario municipal corporation, Police and fire protection, bridge and 
road building, sewage and garbage disposal, parks and recreational faci- 
lities, community planning and zoning control, libraries and preventative 
health care, homes for the aged and financial help for the needy - all are 


the responsibility of a modern urban municipal corporation, 


As a result, municipal corporations tend to be highly complex organizations, 
administered by a vast number of departments, comnittees and boards. Both 
elected representatives and appointed officials find their time is cut 

out just trying to keep up with the progress of every facet of the opera~ 


tion for which they are responsible. 


Appointed officials are selected on the basis of their suitability for the 
job they have to do. The same selection process does not exist for 
elected representatives, whose personalities, ambitions and interests 

vary greatly. Members of a municipal council are seldom elected as a team; 


it is therefore difficult for them to act as a team. Moreover, since a 
municipal corporation is responsible to all its members equally and to its 


ratepayers - whether resident or not - all its official decisions are made 
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in the public eye. 


2. Relationship 
To understand your client's operation, you will have to comprehend the 
relationship which exists between a municipality and its constituents: 
inhabitants, ratepayers and electors. This relationship is reflected in 


the wording of the salutation of the auditor's Yepont. 


ee a ei 
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Ratepayers are people who pay either business or property taxes to the 
municipal corporation. Therefore, all property owners and business tenants 


are ratepayers ~ whether they are resident or not. 


Electors are those inhabitants and ratepayers who are entitled to vote at 
municipal elections. In some municipalities, only those ratepayers who are 
21 or over are allowed to vote. Other municipalities, however, have adopted 
inhabitants of 21 and over to vote, regardless of whether or not they are 


ratepayers as well as all non-resident ratepayers of 21 and over. 


It is important to realise that the council of a municipality is elected 
both to legislate and to administer the municipality on behalf of the 

members of the corporation: the inhabitants. Ratepayers supply only the 
money needed to operate the municipality; it is the inhabitants who comnand 


the attention of the council, The elected representatives are accountable 


ts of a municipality, and you have a role in this account- 


— 


to the inhabitan 


ability pattern. 


Part of the accountability concept involves impartiality. A municipality 
must treat all its constituents impartially; and consideration for this 
principle has led to much of the legislation affecting municipalities - 
such as that dealing with conflict of interest and that providing for the 


appeal of assessment. 
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Grasp the importance of impartiality in local government, and you will 
appreciate why many apparently cumbersome administrative procedures are 
required by law. The Legislature merely wishes to ensure that the rights 
of every individual constituent of a municipality are being protected. For 
example, it is illegal for an Ontario municipality to entice industry into 
its borders by offering the incentive of lower business and property taxes 
than established industry is paying - to do so would be to show partiality 
to certain constituents. One of the greatest causes of friction between 

a municipality and its constituents is the showing of real or imagined 
favouritism. Deliberate partiality on the part of elected representatives 
or appointed officials is reprehensible. But sometimes a municipal council 
or a local board will discriminate unwittingly by changing an established 
policy or procedure. When you advise a municipality on methods of improving 


its operations, you should bear in mind this question of impartiality. 


In Ontario, there are nine distinct types of municipality: 


Cities 

Counties 

Improvement districts 

Regional municipalities 

Separated towns 

Towns 

Townships (boroughs in Metropolitan Toronto) 

Villages 
Types of municipalities were distinguished, traditionally, by their size 
of population and their rural or urban nature. Today, however, the 
growth of population and the spread of urban development into previously 
rural areas have blurred traditional distinctions. Moreover, the structure 
of local government is presently undergoing radical change - resulting in 


the creation of metropolitan and regional municipalities. 


A more meaningful contemporary distinction between types of municipality is 
by tiers. A municipality is either upper tier, lower tier or single tier. 


The range of services which a municipality renders its constituents depends 
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not upon its title, but upon its tier position, 


Double tier systems 

The whole of southern Ontario is organized into municipalities; there are 
no unorganized areas of land. In the traditional double tier system, the 
county is the upper tier and the improvement districts, towns, townships and 
villages (but not the separated towns or cities) within its borders are the 


lower tier, 


The reeves and deputy reeves of the lower tier municipalities sit ex-officio 
(by reason of their office) as members of the county council. A county 

does not levy taxes directly, but apportions its levy to the lower tier 
municipalities. Counties are responsible for the county road system and 
often for social services, such as aid for the needy, preventative health 
services, homes for the aged and libraries. Not all counties provide these 
services; in some counties the lower tier municipalities continue to provide 


them to their own members. 


More recently, metropolitan and regional municipalities have provided 
another form of two tier structure. All the municipalities within a 
regional or metropolitan municipality are the lower tier- no matter what 
their titles may be. The regional or metropolitan municipality forms the 
upper tier, Members of regional or metropolitan councils sit either 
ex-officio as in the case of county councillors or are elected by general 
vote in the lower tier municipalities. Regional and metropolitan munici- 
palities do not tax directly, but levylene lower tier municipalities for 
the required funds, in the same way as a county, But metropolitan and 
regional municipalities provide far more services than do counties. Roads, 
social services, water treatment, sewage treatment, regional planning, 
police protection and long term financing are all metropolitan and regional 
services. Lower tier municipalities are responsible for local roadways, 
water distribution, garbage and sewage collection, local planning and 


similar functions. 
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Among lower tier municipalities there is a unique type: the improvement 
district. In places where there has been sudden growth and where no basic 
community existed before an industry = such as a mine or a pulp and paper 
plant - moved in, an improvement district provides quick municipal 
organization. A board of trustees manages the municipality until the resident 
ratepayers want to establish a town or a township. Most improvemant 


districts are located in northern Ontario. 


Single tier municipalities occur throughout northern Outario and in some 
places in southern Ontario. In northern Ontario, most municipalities 

are separated from one another by unorganized areas; in the south, cities 
and separated towns which are outside regional or metropolitan municipali- 
ties are single tier. Single tier municipalities raise their own revenue 
and supply their own services; but they may (if they see fit) co-operate 
with neighbouring municipalities to provide services through joint boards 


(see page Bal ), 


Examples of such co-operation are found in county or district social and 
family service units, county or distzict health units, suburban road 


commissions, and so on. 


You should be aware of the division of responsibility for services = which 
depends on whether your client is a Single tier, upper tier or lower tier 


municipality. 


4, Local etho 
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From what we have said so far, you will have realized that every generali- 
zation applied to Ontario local government is capable of exception. Each 
municipal corporation is, to som2 extent, a unique entity. You may find 
this fact an irritation if you are trying to learn something about munici- 
palities in general, but there is good reason for it. If iocal government 
is to operate efficiently, it mist adapt itself to meet the demands of local 
conditions. Each municipality therefore practices self-government on a 
wide range of spacified matters; each attempts to provide good government 


to its own peculiar area. 
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There are, in fact, two opposing forces at work upon the local nature of 
each municipality: influences tending to produce uniformity among all 


muinicipalities, and tendencies which encourage diversity. 


Three major influences which induce municipal uniformity are: legislation, 
court decisions and the promotion of minimum service standards by the 


Province. 


Almost all municipalities owe their existence to an Act of the Legislature, 
sometimes supplemented by private acts, Metropolitan and regional munici-~ 
palities were each specially created by a separate act - The Municipality 
of Metropolitan Toronto Act, The Regional Municipality of Niagara Act and so 
on. Some municipalities owe their existence to the colonial administra~ 
tion which preceded the Province of Ontario. Toronto, Kingston and Brock- 
ville are examples. But with few exceptions, the provisions of The 
Municipal Act and other pieces of general legislation apply to all munici- 


palities alike. For this reason, court decisions which interpret municipal 


law are relevant to all municipalities. 


The Province encourages municipalities to provide certain minimum services 


by: 


(a) The provincial programs which provide grants based on actual 


expenditure (such as grants for highways). 


(b) Capital grants for needed facilities. These grants take the form 
of either capital donations or reimbursement of debt charges. 
(Examples are grants for constructing community centres and for 


reimbursing the debt charges on schools). 


(c) Grants for the salary of certain appointed officials. These 
grants are made if a municipality hires a properly qualified 


official (such as a full tims recreation officer). 


- a) - 
14 amtor Lasal we? wuqu( Sine ta enret au ntget) tout 
Tia gocma YUE Tiaw emihum 62 enikned 4phrantpal 


az cae tp etromee it eha ped 


giveis ha e386, Gabeant ity Lagisiiine eyes wild woscaus tal 
wig yd abynhweda) eoovape phys ts 44, ied (Vy eh 04 cme bu bout. 


sii ae 
i L 7 7 
ete feiae! wh Je aah ra@ on Sahay. e8 cfleer aie sebsl dng ia icine aie doante 
(a day AoA dikes puigit (wat 9o tee he being gi Selon aad at send 
wry otha Whyte - ¢e @ arpernsgaeP anf deinen 
wieleyioiaul att © 392 sisanney A baoeere) | i ff niosie- Sta ares Aesabhee in 
at! Vow 9A gamed So yotlen sal We fae ee bi nieve Lwvdiseuenine ty 
spvinin inte, faSeefeu. ocd bE emagyl@h QieUNe Qdishivys eer aod - 
shiek Gnd PRRs hod tere! 1 oe tree, (a Sumpiorl Tl, Ge hela wiy4 faded ras al, 
wit ig proselrw. Gs (266i iquee Rereres «ua ) malgcinae ey allay 
=hojapa- sé 12 “Age Ooo) gs 2 tae pacgle setts bow 
én oven Janet) dasie ommazp lee Fare! + Tepe eet warty any atthe iy oe 
cers indi ae soeiehes dit haat 


eshtrum Dneodeer Gy) ro 


=! 


bu ToA ait MM Mee was: widen om pn? e Sanaa seri aieood 


havtaa ro Bani eld 8 ube cae | Hage sioaee 
sg ae mt aioe 
" 


>. nist 


ane Pas 


mat sits: pve2 erties Shott Nett. Pion Piss — 7 
‘athe tah J+ SponseWiicliiMey WA wae i. 

4a) bre asndr0s Viiniswurs Py were aia 4 7 

| jiteetes + niente allie 


. | oad aeRO a tebe an 
65 einen eyanees 
ay eee 
- - vere 
- h z : ; a. 
_ r ao) 
7 eer my : 


B-8 


(d) Operating grants to joint boards. Such grants, which are larger 
in amount than grants to individual municipalities, encourage 
municipalities to co-operate and form larger units to service 
greater areas, An example of such co-operative ventures is a 


district board of health. 


(e) Fines for failing to provide certain services. (The Ontario 
Water Resources Commission can fine a municipality if it refuses 


to provide for sewage treatment, for example). 


(f) Grants towards the cost of planning and implementing unusually 


expensive programs (such as urban renewal schemes). 


In spite of these pressures, there is a strong tendency toward individuality 
in each municipality. The inhabitants of each municipality demand services 
which make it a comfortable, convenient and interesting place in which to 
live and work. Naturally, such local pressures differ slightly in each 
area, causing one municipality to have a different order of priorities 

from another. The Municipal Act and other legislation recognizes this fact, 
and most of the statutory requirements affecting municipalities are per- 
missive, not mandatory. There is, moreover, a great diversity of municipal 
structures; no two municipalities are identical. Each municipal corpora-~ 
tion has developed its own unique organization of committees, departments, 
local boards and appointed officials. Each has allocated its own internal 
responsibilities and authority. In fact, different municipalities give 


different names to the same appointed official whose title and duties appear 


en 


So whenever you find a generalization in this booklet, treat it with 
caution! Study your client's own organization and you will be able to 


apply what you learn here to your client's situation. 


5. Relationship with the Province 

In Canada, all authority is divided between the federal and provincial 
governments. Municipalities are a concern of the provinces and not of the 
federal government simply because The British North America Act says so. 


Municipalities are not sovereign governments, They derive whatever 
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authority they have from acts of the provincial legislature. 


From time to time, municipal corporations find this limitation of authority 
frustrating. It may be necessary to carry out some needed local service 
which is not explicitly permitted in the existing legislation. Apart from 
acting outside its powers - in which case it risks challenge in the courts - 
a municipal council has to seek special provincial legislation giving it 


the authority to act. 


There are three facets of the relationship between the Province and its 
municipalities: the responsibility for the provision of services for the 
citizens of Ontario, payment by the Province for some of the services 
supplied by local government, and the provincial direction and determina- 


tion of municipal services, 


Provincial _and municipal services 


=o ae Se 


The Legislature decides which services will be the responsibility of the 
provincial government and which the responsibility of local government, 
There is change from local to provincial level and vice versa almost every 
year, 


Financing arrangements for local services 
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Provincial revenues are widely used to defray the cost of certain municipal 
services. For example, the Department of Social and Family Services contri- 
butes to local social service departments and to homes for the aged. In 

all such cases, the actual service is rendered and administered by local 
government but the cost is paid substantially by the provincial governmant - 
in some cases the support is 100% of the cost. Why does the Legislature 
require the Province to aid municipalities in this way? Three general 


answers can be given. 


May The provincial government could, of course, provide such 
services itself. But they are supplied nore effectively if 
administration is kept at the local level and priorities are 


decided by local elected representatives. 
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2 The full range of services demanded of local government is too 


costly to be provided from the taxes of a municipality. 


a The tax base of a municipality is inadequate to support the 
standard of service expected by most residents of Ontario. 
There is strong desire that the quality of life should improve 
throughout the province without being limited by the local in~ 


habitants' ability to pay for it. 


Provincial direction and determination 

Provincial government departments and agencies have close and direct ties 
with departments and boards of local government. The directive powers of 
the provincial government are extensive: some are used frequently but 
others are seldom, if ever, applied. To take a couple of contemporary 
and specific examples ~- the Ontario Municipal Board and the Ontario Water 


Resources Commission are both actively concerned in municipal activities. 


The Ontario Municipal Board (OMB) is a partly administrative, partly 
judicial, body whose approval must be obtained by a municipality before 
it engages in certain activities such as incurring long term debt, or 


changing its zoning by-laws. 


The Ontario Water Resources Comnission (OWRC) is charged with responsi- 
bility for improving the quality of Ontario's water supply. It therefore 
requires municipalities to meet certain standards in supplying fresh 


water and in treating sewage. 


On the other hand, the Department of Municipal Affairs (DMA) has wide 
directive authority which it seldom uses. Occasionally - when, for example, 
a municipality's solvency appears threatened, or its administration appears 
to be grossly inept or corrupt ~ the DMA may place a municipality under 

its supervision and control. Once matters have been placed on a sound 


footing, the administration is turned back to local control. 


At first, you will probably be bewildred by the extent and variety of the 
relationships between your municipal client and the province. As you come 


to understand municipal finance, you will see how provincial grants are 
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involved in paying for locally administered services. And you will become 
fully aware of the effect your professional advice will have on your 


client's relationship with a provincial department or agency. 


B. The pervasive influenc 
1. Zhe important principle of Gitra Vires 
The legal principle of Ultra 
exception, Put into plain English, it means that a municipal corporation 
may do only those things that the statutes say it can do; it may not do 


anything for which there is no express authority. 


a ee ee re ae ee ar 


corporations. In the case of municipal corporations, however, the courts 
have insisted that Ultra Vires applies rigidly. There is good reason for 
this insistence. If municipalities were allowed to indulge in whatever 
they liked, they might do just that - and infringe on individual human 
rights. As matters stand, municipalities may engage in certain specified 


activities only; they have no legal authority to engage in other activities. 


By way of illustration, a municipality may not now agree to maintain an 
industry's property assessment at a fixed level even if ail its consti- 
tuents want it - there is no legislation authorising it to do so. Nor may 
it make a grant or contribution to a worthy cause (for example, a local 
service club) unless the legislation specifies the cause. A municipality 
may licence, regulate and tax - but only in the form and manner prescribed 


by an act of the Legislature. 


The responsibility for making sure a municipality observes the principle of 
Ultra Vires rests entirely with the inhabitants or ratepayers. They, or 
any other party, may take the matter to the courts and have an offending 


by-law declared invalid. 


In order to determine whether or not the financial statements of a munici- 
pality present fairly its financial position, you will need a basic working 
knowledge of the powers possessed by your client. Ultra Vires transactions 


may give rise to substantial contingent liabilities, If they are not 
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adequately disclosed in the financial statements, your opinion may not be 
unqualified. (See C2 ). You are always entitled to ask - and to receive 
an unequivocal reply to - the question ‘What authority do you have for this 


transaction?" 


There is a section in The Municipal Act which appears, at first glance, 


to bestow on a municipality the power to do almost anything. 


"Every council may pass such by-laws and make 
such regulations.... in matters not specifically 
provided for by this Act as may be deemed 
expedient...''. 


However, court decisions have placed a narrow interpretation on this 
section. According to the judges, it does not extend the existing powers 


of a municipality and in practice it is not applicable. 


2. Municipal powers - complexity of legislation 

The legislation enabling municipalities to act increases with every 
session of the Ontario Legislature. There are now well over 100 statutes 
which affect municipalities to some degree. In addition to the statutes, 
there are also countless regulations and instructions issued by provincial 


government departments and agencies under the provisions of the statutes. 


As a further complication, several municipalities have had the Legislature 
pass special private acts that empower them to do things which other 
municipalities cannot do under the general legislation. These acts are 
usually found in mmicipalities which have been faced with problems that 


are uncommon Co most Ontario local governments. 


The whole arrangement is complex and, to the uninitiated, extremely con- 
fusing. In order to have a thorough working knowledge of municipal law, 

it is necessary to make yourself familiar with the pertinent legislation 

and regulations. The bibliography on pages 205 and ta lists some of the 
more common Acts of the Legislature which concern municipalities. A good 
general rule to follow is to look in the obvious place first. The Municipal 
Act, to which we have referred, is the act governing the general conduct of 


municipalities. Other acts deal with specific matters and usually their 
title is a fair indication of their content, If any legislation appears 
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obscure, a solicitor should be able to interpret its meaning for you. The 
Municipal Accounting Branch of the Department of Municipal Affairs can 
provide information about municipal finance legislation and can give you 


information about common practices - but it cannot issue legal opinions. 


Because the law is so important to a municipal audit, your relationship 
with the solicitors will become more critical than in a normal business 
audit. Municipal law is very complex and on occasion, you may have reason 
to think that the legal opinion obtained by your client should be subs- 
tantiated, You may need to obtain a second opinion before deciding on your 


reaction to a questionable situation. 


Fortunately, means are available which give you easy access to statutes 

and regulations. You should consider having a minimum library of muni- 
cipal law in your office. The basic work is the codified Revised Statutes 
of Ontario (RSO). Every ten years, a team of legal experts reviews the 
existing legislation in Ontario and compiles the Revised Statutes. But it 
must not be thought that having the most recent RSO at hand means that you 
have the up-to-date law at your finger-tips. The statutes passed at each 
session of the Legislature are published in the annual Statutes of Ontario. 
There is a service which supplies a more or less continuous up-dating to 

the most recent RSO ~ The Ontario Statute Citator. (Details of this service 


ee i ee ee es me ee ee ee ey ee 


are in the bibliography, page L7 ). 


Each year, at the end of the current session of the Legislature, the 
Department of Municipal Affairs issues a useful little booklet called 
Sumnary of Legislation Affecting Municipalities. While not so thorough- 
going as the Citator, it nevertheless brings you right up-to-date on the last 


session's activities in the municipal field. 


In addition to the basic legal references in a municipal law library, you 
would be well advised to keep on hand a copy of Rogers' Law_of Canadian 
Municipal Corporations and to subscribe to the Ontario Gazette. Details of 


these and other important references will also be found in the bibliography. 


3. The exercise of the council's power 


In order to be binding and valid, policy decisions of the council must be 
enacted as by-laws and recorded in the minutes of the council. In certain 
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cases the provincial legislation empowers the council to act with authority 
by passing a resolution, but whenever the validity of resolutions has been 
challenged in the courts, the judges have said that only by-laws are 
recognized as legal and binding. This is the reason why you should expect 
to find a by-law to support every important decision of the council - for 
instance there should be a by-law for every decision to borrow money from 
the bank, to levy the taxes, to share costs on a joint project, to begin 

a capital project, to adopt a budget, to hire a senior official - and to 


appoint you as a minicipal auditor! 


4. Fund accounting 


Before we leave the ervasive influence of law, a word about fund accounting. 
In mmicipal financial operations, as in the operation of most non-profit 
organizations, money taised or supplied for a particular purpose cannot be 
used for any other purpose. Legal restrictions and contractual agreements 
prevent it from being diverted to any other use. Fund accounting is a 
technique which is used to show that money has been used for the purpose 

for which it was obtained. 


The funds most commonly used in municipal accounting in Ontario are 


Capital Fund, Reserve Fund, Trust Fund and Revenue Fund. 


The Capital Fund is used to account for all capital expenditure and the 
financing of capital expenditure. Among the sources of capital financing 
are long term borrowing, money contributed by senior governments to assist 
with capital projects, and money raised for capital expenditure through 
current taxation. In addition, the Capital Fund is used to account for 
any money that is borrowed by a municipality on behalf of a local board 
(such as public utility) which itself lacks long term borrowing powers. 


A Resérve Fund is established to account for assets which have been segre- 
gated for a specific purpose, either voluntarily or because of legal or 
contractual reasons. As an illustration: contractual agreements with 
sub-division developers under which the mmicipality has received money to 
provide for the installation of water and sewage services will give rise 


to Reserve Funds. Other Reserve Funds may result from voluntary decisions 


of a municipal council or one of its local boards to set aside money to 
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finance a capital project. 


A Trust Fund or an Endowment Fund occurs in municipalities for much the 


same reason as it occurs in hospitals, universities or charitable organiza- 


tions. 


The Revenue Fund is used to account for all revenues and resources which 


are not otherwise accounted for separately. Revenues which are unrestricted 
in use, such as the general taxation revenue of a municipality, are found 

in the Revenue Fund. In addition, some revenues which are earmarked for 
specific uses but which are not usually segre mted and seperately accounted 
for, may be found there. Examples of such revenues are: taxes raised by 

a municipality on behalf of a school board, and local improvement charges 


which are raised only from taxpayers in a specified area of a municipality. 


There is a trend in minicipal financial reporting in Ontario to reduce the 
number of funds reported separately to the public. But this does not 
eliminate the need to maintain separate accounting records for each fund, 
or the legal requirement to segregate the assets of some funds from other 


assets of the municipality. You can ascertain the current practice by 


5. Zhe "procedure by=-law'! 

For our purposes, the term "procedure by~law'' means the by-law or by-laws 
which incorporate all the policies of council - including not only the 
procedures for council meetings but also the whole administration of a 
municipality. The general content of a procedure by-law is explained 

in A.H. Marshall's Financial Administration in Local Government, Appendix E. 
The author is one of the world's leading authorities on local government 
finance. The wisdom of Marshall's philosophy has been shown by its 


acceptance in Ontario and elsewhere. 


Unfortunately, the practices of having a well-documented procedure by-law 
is still far from universal. In many municipalities the recording of the 
council's policy decisions is fragmented; seldom are the many practices 
and resolutions of council assembled in one by-law. All municipalities 
have policy by-laws, however. Examples are: the by-laws appointing the 


treasurer and other officials, outline some of their duties, and the 


, 4a @ _ 


sokiw seavode Las nouadvet In 104) a 
bud ottivet ote doidw eéicavan lieing: oy 
bron? sta ,yoPiqiilane 26 aheyer peeiennys 
to? bollusectoe ote’ otiw tenresves dnd. atin 
hesmzosje Viasareges bie bora mes Lewes abt aed ad . 
wd beeiny coud ota aaunevet dovn te eptqmexe . 
why seely forage seat} Twool bow bred Toarse, ‘ma yf, 
a )htagiatre & Fo sete tis BR amet o ai rooucgtod BOR 
edd ootthey of vitetale ni ghittiaes Tatonbnl? ese ke 
son vend biy Sel .othduer ado 42 whose 

bok “ious yo? theosed grt inndes® SleTeee mini sas da ei are . 
“a0 we) about ames to 839004 479 Ofapeuage GF F ita dase we 


é wa iee aris sty ote¢yvsers neo wey givknw oy . 
vd waldenay OF ag | i) vr ee ae + ih 


 Racty hi. 
oe Oe A ' 
C 7 A ~~ ,) ’ , 

ses = ae . 

suatryd to Unlove ay eccuat Mame subsite a ae | 
ln Aaah i | 

“4% yluo “en Avibylew? as Dismay vs sna» e piece nan ee te 
a Ve nolterta baldis atid: ety nyt ith , ? — temUhecoag: “1! 
bonitiqua ad — a « eee 
32 xlbnoegs (Gremgevod Jerod neo Bes.” : aiat + mo : t ‘ pee 
diiela aad one sold ai tash er 
cot ean nabs ek wats a eat 
ca > 


‘ai 
wal-vd ewheonig beinemesnbelise a 
acl to’ gulbyose4 yeni 
eaotionag yinaw sid wre tiohive 
vabiitaqrodoum ffh well! do bedien 
aay pharaoh oe wires we 
a tH 


B~16 


by-laws outlining the responsibilities of each committee. As a mmicipal 
auditor, you cannot ignore policy decisions of the council. Even if your 
client's system of internal control is adequate, you should also assure that 
it agrees with the policies of council. As explained in the next section, 
it is only the council who has the power to decide policy. If you find this 
power usurped by individual officers or representatives, you should report 
the fact to the council. It can then decide whether to change the system 


or to change its policy. 


l. The council 


Properly speaking, nothing may take place in municipal operations unless the 
municipal council first gives its blessing. Policy is decided only by the 
council; appointed officials and elected representatives may advise and 
recommend certain courses of action, but the action is taken by the council. 
Council's authority is modified only by the degree of independence granted 


to some local boards by the statutes. 


The council of a municipality has the central position in the accountability 
pattern. It has both the policy making and the executive functions of the 
municipal corporation, which it administers on behalf of the inhabitants of 
the municipality. Within the municipality, the council establishes the 
accountability pattern in its procedure by-law. The responsibilities and 
terms of reference for each committee are framed by the council. Senior 
officials are appointed by the council. Most local boards are established 


by the council and are accountable to the council for their actions. 


In the provincial and federal governments the responsibility for legisla- 
tion rests with the Legislature or Parliament, and the responsibility for 
administration rests with the Cabinet. But in local government, the council 
is both the legislator and the administrative executive. Naturally enough, 
the amount of administration in which council members will involve them- 
selves varies with each municipality. In a small township or village, 
councillors normally keep a close eye on every activity; they appoint few 
officials. In a large city or regional government, most of the day~to-day 


details are delegated to the appointed officials by the procedure by-law 
or its equivalent. 
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It is the council which has authority to administer activities on behalf 

of the municipality; individual members of the council have no legal 
authority to act on behalf of the council or the municipality. The head of 
the council - the mayor, chairman, warden or reeve - may enjoy considerable 
influence and prestige, but he possesses very little actual authority. 

He chairs meetings of the council and has the right to sit on all its 
committees, but his vote carries no more weight than any other member's 


vote. Authority invariably rests with the council as a whole. 


There has been a great deal of discussion over the question of a council 
member's conflict of interest. This matter is impossible to define and 
therefore impossible to prevent by legislation. The law simply requires 
that any council member who has a relevant financial or subjective interest 
in a matter under discussion shall declare that interest and shall refrain 


from discussion or voting on that matter. 


2. Committees 


ee 


Most of the detailed administrative work in which council members become 
involved is handled by committees. Positive recomnendations for policy 
decisions can be reached in smaller groups, because members of a committee 
become well versed in the activities for which they are responsible. 
Generally, discussion is kept informal, and committee members have the 
opportunity to sound out local opinion before making a recommendation to 
the council. Incidentally, some municipal councils use the procedural 
device known as a "committee of the whole" to deal with complicated matters 
under discussion by the council. This device allows the entire council to 
dispense with formal rules of procedure to expedite the business. When the 
matter has been resolved, the council resumes its sitting and, if necessary, 


takes formal action. 


The number of committees to be found in a municipality depends upon local 
needs, as does the membership of committees and the means of appointing 
chairmen and selecting committee members. Standing committees of the 
council are usually provided for such activities as public works, finance, 


fire protection and social and family services. Special committees are 
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formed to handle one specific matter only, and sometimas inelude ae members 
selected experte whe are not members of the council, Standing committees 
generally continue during the lifetime ef the council. A special committee, 
having a more limited purpose, usually disbands when ite task has been 
accomplished, 


Generally, comnittees of the council are not recognized by provinetal 
legislation, so that their function is that of advising or recomnending, 
Before a committee resolution becomes effective, it must be passed by the 
eouneil in the form of a by-law, Nevertheless, in spite of the fact that 
they have no legal status, comnittees of the council can have a strong 
influence in a municipality, You will find their specific responsibilities 
and terms of reference either in the municipality's procedure by-law or 

in a special comnittee by-law, together with the names of the currently 
appointed chairmen and mambers, 


Some Ontario eities have a Board of Control composed of the mayor and two 
er feur controllers who are elected at large, lt is, in effeet, a atanding 
executive committee of the eity council, But it differs from other 
standing committees of the couneil in that controllers are elected at large 
by the municipal electors, Some of the duties of a Board of Centrol are 
laid out in The Municipal Act; they inelude the preparation of a budget, 
the calling and awarding of tendere, the hiring and firing of appointed 
department heads and ~ a veal catchall = any other matter whieh the council 
gives it te look after, The council as a whole cannet obstruct or alter 
the aetions of a Board of Control, except by a two-thirds majority, 
Incidentally, it is the Board as such which has authority, net the individual 
contrellers. in the same way as a member of the eauncil cannot speak or 
aet for the couneil as a whole, so a mamber of the Board of Control cannot 


speak or act fer the Board as a whole, 


3, Appointed Offietale 


The day to day details of municipal administration and advice on policy are 
the concern of appointed officiale. There is great variety in the duties, 
terms of reference and titles of the officials in different municipalities 


because they are determined by local practice, 
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The Municipal Act requires a mmicipality to have a clerk, a treasurer, 

one or more tax collectors and an auditor. These officials are appointed 

by the council and, with the exception of the auditor, hold office at the 
pleasure of the council. The Municipal Act requires the clerk to keep the 
books, records and accounts of the council (but not of the corporation). 

The treasurer is required to receive, keep and pay out all the corporation's 
money; he is also responsible for the preparation and publication of 


financial statements of the municipality. 


The head of the council is an "officer" and, according to The Municipal 
Act, he is the chief executive officer of the municipal corporation. In 
practice, his executive duties are performed largely by the appointed 


officials and members of their staff, (except in small municipalities). 


For most of their duties, the appointed officials find their terms of 
reference set by the council in the by-law appointing them, or in the 
procedure by-law. One appointed official may wear several hats including 
those of clerk, treasurer and collector. In smaller municipalities, 
officials serve part time only. In larger municipalities, titles may be 
given to officials which indicate that their function is broader than that 
required by statute, such as "Commissioner of Finance", "Chief Administra- 
tor'’ or 'Manager". In all cases, you should find the responsibilities of 
the appointed officials clearly set out in the procedure by-law. Except 
where provincial legislation or a council by-law indicates otherwise, all 
appointed officials are accountable directly to the council for carrying 


out the duties assigned to them. 


Although it is seldom included in the by-law, appointed officials often 
consider it to be their responsibility to recommend policy decisions to 

the council - even without being requested to do so. They also advise the 
council on the full effect any of its decisions will have. Municipalities 
which do not have officials who are qualified in such fields as law, finance, 
engineering or planning often obtain advice by using the services of pro- 


fessional consultants. 


4. Local Boards 


To understand what is meant by "local board", you should refer to the 


definition in The Department of Municipal Affairs Act. Part of this 
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definition reads 


"Any board, commission, committee, body or local 
authority established or exercising any power 
or authority under any general or special Act 
with respect to any of the affairs or purposes, 


including school purposes, of a municipality." 


This all-inclusive definition sweeps in a great variety of organizations. 
It includes boards which are obviously part of the mmicipality, such as 

a library board and a public utilities commission. It can also include 
hospitals which are owned by the municipality, community centres, conserva- 


tion authorities and suburban road commissions. 


Not all local boards are required by legislation. So some municipalities 
provide services such as parking, water, recreation and social and family 
services through committees of the council. Other municipalities have 
established a local board for these purposes. The useful dividing line 
between a local board and a committee is that a local board is established 
under authority of legislation; a committee of the council has only 
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authority given to it by council. 


You may have difficulty in deciding whether an organization in your com 
munity is a local board of the municipality or a non-government institution. 
Many health, social and recreational services are provided by private 
organizations (sometimes subsidized by a grant from the municipality). 
Examples include hospitals, homes for the aged, day nurseries for children, 
animal shelters, skating rinks and golf courses. Children's aid societies 
are not local boards; emergency measures organizations are. The distinc- 
tion is important. As the auditor of the minicipality, you are automa- 
tically the auditor of all the local boards of the municipality.* You 


must know the organizations for which you have a responsibility. 


* School boards are exceptions. They appoint their own auditors. 
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Local boards also vary in their relationship to the council, to the 
electorate, and to provincial government departments. The extent to which 
a local board is accountable to the council is determined by the statute 
under which it was established; there is diversity from complete account- 


ability to almost complete autonomy. 


The council may appoint and dismiss the members of some boards. However, 
some board members may be directly elected (as in the case of public 
utility commissions), or appointed by the provincial government (as in the 


case of police commissions). 


Most local boards are dependent on the council for their revenue and for 
capital funds. However, some boards (such as a public utility commission) 
generate sufficient revenue from their own operations to be self-supporting, 
except for major capital expenditure. Still others (such as homes for the 
aged and emergency measures organizations) receive substantial grants 
direct from the province while obtaining additional revenue through 


the council, 


Local boards may not operate their own bank accounte unless provincial 
legislation gives them authority to do so. Community centres and recreation 
commissions, for example, do not have this authority. In these cases the 
handling of the local board's money is the responsibility of the treasurer 
of the municipality. Many mimicipalities appoint the municipal treasurer 

as the treasurer of all their local boards, which makes a central account- 
ing staff available to all the separate organizations and provides better 


co-ordination in cash flow. 


The most complete autonomy from both the municipal council and the electo- 
rate is possessed by organizations which are joint boards of several 
municipalities, with their members appointed by the councils and their costs 
shared by the supporting municipalities. Conservation authorities are an 
example. Generally, they are responsible for an area which, while including 
parts of several municipalities, is non-coterminous with any of them. 

Health units, social and family service boards and homes for the aged are 


frequently joint boards. 
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The number and type of local boards is different in every municipality. 


We cannot describe them in detail here, nor can we provide information 


from the legislation under which local boards are established. You must 


determine what local boards your municipal client has and how they fit into the 


accountability pattern of the municipality. 


D. The current gituation 


Each municipality was established to provide service to a particular group 


of people, living within 


a geographically defined area. The needs of that 


group of people were ~- are ~ and will be - different from the needs of any 


other group. The municipality must adapt itself to meet the demands of 


the changing situation as it attempts to improve the quality of life of 


its inhabitants. Since the aspirations of one group are different from 


those of any other group, the priorities of local government differ from 


municipality to mumicipality. 


The urban expansion taking place in many parts of Ontario is both rapid 


and loaded with problems. People have come to expect an ever-rising 


standard of living - and, for municipalities, that means an increase in 


both the number and standard of services. In most cases, rapid urban 


growth is beyond the resources and organization of the traditional type 


of municipality. New municipal structures have had to be developed. It 


is for this reason that new regional and metropolitan municipalities are 


being created, and a radital restructuring is taking place in other areas. 


It is important to notice that a separate solution is being found for the 


problem in each area ~ & 


separate research study has been conducted for 


each particular situation. Local inhabitants have been involved in the 


planning of the new municipalities so that their particular needs and 


aspirations might be met 


in the resulting legislation. 


At the same time, certain services have been reorganized to provide better 


results. Education is now structured to operate under larger and stronger 


boards of education. The administration of justice and the assessment of 


property are now organized on a province-wide basis. 
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Even more challenging changes are likely in the near future. There will be 
a restructuring of the system of financing municipalities and changes 
will be made in the system of grants and subsidies to keep pace with 


contemporary requirements. 
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THE MUNICIPAL AUDIT 


As in a business audit, both the law and the accounting profession 
require you to fulfil certain responsibilities. In addition, there are 
a number of peculiarities attached to the audit of a municipality in 


Ontario about which you should know. 


A. Your legal duties 


The principal legislation which governs your audit is The Municipal Act 
and The Department of Municipal Affairs Act. These Acts also authorize 
the Department of Municipal Affairs to prescribe the duties of 


municipal auditors. 


(In box, appendix, or other form of separate presentation). 


In 1970, the Department has directed that the duties of a municipal 
auditor shall be: 


To report to the council, inhabitants and ratepayers 
whether, in his opinion, the financial statements 
present fairly the financial position of the 
corporation and the results of its operations for the 
period under review. 


And to make further comment if: 


1. the corporation's financial statements are not in 
agreement with its accounting records 


2. the corporation's financial statements are not in 
accordance with the requirements prescribed by the 
Department of Municipal Affairs 


3. he has not received all the information and explanations 
that he has required 


4. proper accounting records have not been kept, so far as 
appears from his examination 
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5. the municipality or any of its local boards has under- 
taken any capital work, the cost of which has been or 
is to be paid from the proceeds of a debenture issue, 
or is to be raised from future revenues in a year 
beyond the term of the present council, without the 
prior approval of the Ontario Municipal Board, and 
which has not been fully disclosed in the notes to the 
financial statements. 


To make such examination as will enable him to report to the council, 
inhabitants and ratepayers, as required. 
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Notice that these prescribed duties are almost exactly the same as 
those required of auditors appointed under The Corporations Act. 

The major difference is the requirement for the auditor to comment 
under condition 5. The reason for this requirement is that a 
municipality can find itself in serious difficulties if it commits 
itself to long-term financing beyond the life of its present council, 


if it has not obtained OMB approval to do so. (See pageF2 ). 


So much for the duties demanded of you by - or under the authority of - 
The Municipal Act and The Department of Municipal Affairs Act. Other 
provincial government agencies and departments also assign duties to 
you from time to time. Generally speaking, these extra duties relate 
to grant claims made to the department or agency concerned. For 
example, grant claims for schools and libraries to the Department of 
Education, or claims for capital grants for the construction of 


community centres to the Department of Agriculture. In each case you 


will be required to sign an auditor's report applicable to the claim. 
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B. Professional obligations 


When you accept the responsibility for auditing a municipality, you hold 
yourself out as being capable of executing the assignment with 
professional proficiency and care. And, if you are a chartered 
accountant, you are obliged to comply with the professional standards 
and recommendations laid down by the Institute of Chartered Accountants 
of Ontario (Ontario Institute) and the Canadian Institute of Chartered 


Accountants (CICA). 


1. The client's expectations 


Your municipal client engages you as a professional auditor and should 
expect to be charged a professional fee, but by the same token, it is 
entitled to expect work of professional quality. For this reason it is 
imperative that you acquire a full working knowledge of municipal 
operations, municipal accounting and the various statutes and 
regulations concerned with local government. This body of knowledge is 
extensive: it will include, for example, complete familiarity with 

the relationship that exists between provincial and 

municipal governments 


the accounting principles, organization and finance 
of various local government units 


the established duties of appointed officials and 
elected representatives 


the structure and responsibilities of your client's 
committees and local boards 


: the procedure by-law and administrative policy decisions 
of the council 
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the corporation's policy for such matters as the financing 

of sub-division development and capital expenditure. 
You may react to this statement by feeling that it is unreasonable for 
you to have to obtain this depth and breadth of knowledge - especially 
if you arte undertaking your first municipal audit. After all, the art 
of local government is somewhat esoteric! Nevertheless, if you 
intend to conduct a professional audit of a municipality you must 
either become a specialist yourself or make sure you have a municipal 


specialist on your staff. 


2. Standards of the Ontario Institute 


Opinion No.6 of the Institute applies to all audits ~ including those 


of municipalities. 


(In box, appendix or other form of separate presentation). 


Opinion No. 6 


(1) The examination of the records and underlying data is to be 
performed by a person or persons having adequate technical 
training and proficiency in auditing, with due care and with 
an independent state of mind. 


(2) The work is to be adequately planned and properly executed. 
If assistants are employed, they are to be adequately 
supervised. 


(3) There is to be an organized study and evaluation of internal 
control as a basis for reliance thereon and for the deter- 
mination of the extent of test audit procedures. 
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(4) 


(5) 


(6) 


(7) 


(8) 


Sufficient appropriate evidential matter is to be obtained 
through inspection, observation, enquiry and confirmation to 
afford a reasonable basis for expressing an opinion on the 
financial statements. 


The disclosures in the financial statements are to be regarded 
as reasonably adequate unless the report states otherwise. 


The report of the auditor 


(a) shall state whether the statements are presented 
in accordance with generally accepted principles 
of accounting, and 


(b) shall state whether such principles have been 
consistently observed in the period under review in 
relation to the preceding period. 


The report shall contain an expression of opinion on the financial 
Statements taken as a whole or an assertion that an opinion 

cannot be expressed. In the event that an opinion cannot be 
expressed, reasons should be given. 


Reasons for expressing no opinion on financial statements as 
a whole may involve: lack of sufficient evidential matter, 
serious limitations in scope of examination, or unusual and 
very material uncertainties concerning asset valuations or 
liability determinations. When an auditor expresses a 
qualified opinion, the nature of the qualification should 

be clear and, in addition to the reasons for the qualifi-~ 
cation, the effect of the item in question on the 

financial position and the results of the operations 

should be shown if these matters can be determined. 


Where no audit has been performed or the auditing procedures 
are insignificant in the circumstances, any financial 
statements with which the member is associated, whether 
prepared on his stationery or not, should be clearly marked 
as unaudited whether other comments are made or not. If 

the member believes that unaudited financial statements 

are false or misleading, he should refuse to be associated 
with them in any way; continued association with such 
statements even though they are marked as “unaudited”, 

is not satisfactory professional conduct. 
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Matters dealt with in standards 3, 6a, and 7, require special mention 


in connection with a municipal audit. 


The third auditing standard of Opinion No.6 requires a study and 
evaluation of internal control. While actual techniques of evaluation 
vary from auditor to auditor, the basic approach is the same — and it 
applies equally to all audits, including those of a municipality. The 
CICA has identified these six steps in the study and evaluation of 
internal control: 

1. Identify the accounting system and controls. 

2. Make a preliminary evaluation of the system. 

3. Determine the extent of and carry out tests of the system. 

4. Assess the results of procedural tests. 


5. Consider alternatives if controls are inadequate or 
ineffective. 


6. Make a final evaluation of the system of internal control.* 


The sixth auditing standard of Opinion No.6 calls for you to report 
whether your client's statements have been presented in accordance 
with generally accepted accounting principles. You should note that 
your Municipal Finance Manual contains instructions and procedures 
which, if followed, will result in the application of municipal 
accounting principles acceptable to meet the requirements of 


Standard six. 


* Internal Control and Procedural Audit Tests, p.2 
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The seventh auditing standard of Opinion No.6 requires you to state 
why you cannot express an unqualified opinion on your client's 
statements. This matter is one of communication and you should be 


unequivocal in giving reasons. 


Shc Recommendations of the CICA 


NAA i NN i sem yy macnn 


(a) On accounting principles 


The CICA Handbook contains accounting principles which apply to 
municipalities except where they are modified by instructions and 


procedures in your Municipal Finance Manual - or by the specific 


nature of a municipality. For example, Net long-term liabilities 
reporting treatment in municipal financial statements. As a rule: 
where your Municipal Finance Manual is silent on financial statement 


presentation, be guided by the CICA Handbook. 


(b) On auditing 


You will find that most of the audit recommendations of the Accounting 
and Auditing Research Committee in the CICA Handbook are applicable to 


municipalities and you should regard them as a guide to your conduct. 


The CICA Handbook recommends that your report should contain a direct 
reference to the scope of your examination. As well, you should 
indicate clearly the financial statements which are covered by your 
examination and opinion. (A model form of auditor's report is to be 


found on page C9. This model is an adaptation of the form suggested 


’ - ; a 
hd » or ue soe 


: _ : pry ' anes i 
- 
; oo) Ol ~ 4 : jl val cP nh 
e ¢ 
; 9 oe | - 

— — a o ==, 

' ry ( : 
jay 7 
2 _ ~~ 

1 | 
é i i 
‘ 
i i“) 
44 >qi'ti 
4 

t | ' ' 3 bel Aid 

Live Page Bair. 
i Te Vz? 
y iy i ee 

e) poe 8 
bh 99 ‘A ej) mu f 
rth = ‘fn} 


‘piggy Set GANT Pete wil 
unpersul @ aie thi 7 Sup 


aA ree Laer astela { lore 


a 
Wh of — Seeitonall 1 > ott _ = 


i ote ut . ey ‘ ' ede wr, i “eines sins 


: a 
Ati hu ee Mal, Tooter a th ah. abn ‘ 


a _ =e — _ oo 
ney a‘ tre pam os eno an tm ideaaeeal . 
A he ‘ " ; 
i 


? a) 7 eae ‘ ye 


in the CICA Handbook). If you find you cannot express an unqualified 
opinion of the fairness of your client's financial statements, say so 
without equivocation, and give your reasons for qualification clearly 


and precisely - as suggested by the Handbook, and as required by 


Opinion No.6. 
C. Features of the municipal audit 


1. Accounting principles and financial statement presentation 


Where accounting principles “generally accepted for Ontario 
municipalities" (see below) differ from other generally accepted 
accounting principles, the differences are contained in the Municipal 


Finance Manual. 


The form of financial statement presentation to be used by all 
municipalities in Ontario is established by the Department of Municipal 
Affairs. The Department works closely with official committees of 

the Ontario Institute and the Association of Municipal Clerks and 
Treasurers of Ontario as well as consulting individual municipal 
treasurers and auditors. In this way, there is an ongoing revision 
aimed at constantly improving the reporting standards of municipalities 


and the usefulness of the prescribed financial statements. 


2. The Auditor's Report 


The Department does not lay down the form your report should take. 
However, the Municipal Accounting and Auditing Committee of the Ontario 
Institute has agreed upon a form which meets all professional require- 


ments when an unqualified opinion is to be expressed. 
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(In box, appendix, or other form of separate presentation) 


AUDITOR'S REPORT 


To: The Members of Council, Inhabitants and Ratepayers of the 


PEGG) GG oe a iE Lah li al 7B kc ae nr or a 2 ee ne En a ae 


We have examined the 19... financial statements of the Corporation of 
LESS RISE SOP eS efi ec ace Oe WPA EP NP sari Per | eit Oa Sg eg ec a 
and its local boards, which are listed on the attached Index. Our 
examination included a general review of the accounting procedures 
and such tests of accounting records and other supporting evidence as 
we considered necessary in the circumstances. 


In our opinion these financial statements present fairiy the financial 
BOE eLonmoreMie COR peat sai Ot, “EMG cos ie ulate G0 Sat oieplesaudiw nocd 6oR ecb ba oe cdi 

Die eit ab aid Oe Paint cise sisaas one At the Local boards as at Dacember 
3lst, 19..., and the results of their operations for the year then ended, 
in accordance with accounting principles generally accepted for Ontario 
municipalities applied on a basis consistent with that of the preceding 
year. 


(Signed) __ 


City 
Date 
Licence Number 


During the course of your audit of a municipality, you will be required 
to report on the financial statements of several local boards as well 


as on those of the municipality itself. 
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The salutation in the suggested form is suitable for your report on 
the complete package of financial statements of the municipality and 
its local boards in your client's annual Financial Report. The same 
salutation can also be used for your report on the basic statements 

of the municipality itself ~- such as those used for newspaper 
publication or for sending to each ratepayer (see pageC/5). But each 
local board has a different position in the overall accountability 
pattern of the municipality; and when you report on the financial 
Statements of a local board, you will need to select the appropriate 


salutation. 


The reference in the suggested form to the statements reported upon 

is also suitable for your report on the complete package of financial 
statements in the annual Financial Report ~ it refers to the Index 

at the front of the Financial Report. But when you report on the state- 
ments which are published or distributed to ratepayers, you will 


probably list the name of each financial statement. 


The supporting schedules contain extensive information. You need not 
concern yourself with insignificant details in these schedules, but you 
must bear in mind that users of the information’ they contain - your 
client, the provincial government, bond dealers and other people 
interested in local government finance - expect it to be reliable. 

You only cast doubt on the integrity of this information if you 


specifically deny an opinion on the fairness of the supporting schedules. 
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You should ascertain the reasonableness of these schedules during the 


course of your study and evaluation of internal control. 


3. The auditor 

(a) Appointment, dismissal, powers and rights 
Your appointment is made when the council of a municipality passes a 
by-law to that effect. The Municipal Act guarantees your office 
"during good behavior". And when you are appointed the auditor of a 
municipality, you automatically become the auditor of all that 
municipality's local boards. At the same time, you become the auditor 
of any joint board (see page Bal Supported by your client for which 
it is liable for a larger portion of the operating costs than any 
other municipality (except boards of education and separate school 


boards). 


You cannot be dismissed except for cause. Your appointment is of a 
quasi-permanent nature; the council - should it decide it has a 
proper reason to dismiss you - must pass a by-law with a two-thirds 
majority. You must be notified of the meeting at which your dismissal 
is to be discussed, and you are entitled to attend this meeting and 
te be heard on the subject. "Cause" is not defined by the law, and 
for that reason, is subject to various interpretations. If, after 
private discussion with you, your client decides to change its 
auditor for any reason it considers "cause", you will probably want 
to resign gracefully and to co-operate with your successor. Opinion 
No.16 of the Ontario Institute, while referring throughout to the 


position of an auditor appointed under The Corporations Act, is 
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applicable in principle to a municipal auditor. In particular, your 
responsibility is to protect the rights of the inhabitants of a 
municipality, just as in a business corporation appointment your 


responsibility is to the shareholders. 


(In box, appendix, or other form of separate presentation) 


Opinion No.16 


Resignation of Auditors: On occasion, the question arises of the duty 
of a chartered accountant appointed to act as an auditor at the annual 
general meeting of an Ontario or Canadian company, who is asked by the 


directors to resign before reporting ...... 


In summary, the auditor of a company is appointed to represent the 
shareholders and has a duty to them, he should never lightly resign 
his appointment before reporting and showld not resign at all before 
reporting if he has reason to suspect that his resignation is required 
by reason of any sharp practice, impropriety, or concealment, which 

is is his duty to report upon. Subject to that general statement, 
however, there may be exceptional circumstances in a particular case 
which would justify his resignation and this will be a matter of 


individual judgment in each case. 
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You have extensive powers as a municipal auditor. The Municipal Act 
guarantees you the right 
- to demand to see any documents of the municipality at 
any reasonable hour 
- to require any member of council or appointed official 
of the municipality to provide you with any information 
or explanation you need 
- to be notified of, and to attend, any meeting of the 
council, and to be heard on any part of the business 


of the meeting that concerns you as auditor 


. to require any person to give evidence on oath. 


(b) Traditional role 
Traditionally it has been a responsibility of auditors at all levels 
of government to ensure the absence of technical irregularities by 


seeing that 


- money was not spent for illegal purposes 


- regulations for uniform accounting and financial 
procedures were observed 


- accounts were kept correctly and honestly 
» the budget was observed and spending kept within its 
limits. 
In the past municipal auditors have been expected to perform at least 
a part of this traditional role. Today, however, in a well 
administered municipality, the likelihood of technical irregularities 
is minimized by an adequate system of internal control. If your 


evaluation of this system found it reliable, you should not find it 
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necessary to examine every transaction of the municipality for its 
legality. Responsible appointed officials, acting within their terms 
of reference established by the council, administer your client's 


affairs in accordance with the relevant legal requirements. 


4. Meeting the requirements of the Department 


(a) Licences 
While your appointment is a matter between you and your client, you 
must have a municipal auditor's licence from the Department of Municipal 
Affairs. Your licence number must be stated on your report. 


(see page€Q) 


(b) Filing annual reports 


It is your client's responsibility to file a copy of its annual 
financial report, including the financial statements of all the 

local boards, with the Department of Municipal Affairs by March 31 of 
the following year. You may wish to provide this service on behalf 


of your client. 


(c) Filing auditor's reports 
A signed copy of all your reports to the council which relate to your 
audit must be filed with the Department of Municipal Affairs. This 
requirement includes original, amended or supplementary auditor's 
reports - and any reports concerning defalcation or irregularity. 


Also, if you feel there are problems developing in a municipality of 
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which the Department should be kept informed, it will be glad to 


receive a copy of such a report from you. 


(d) Publication or distribution of financial statements 
The Municipal Act requires that a copy of your client's financial 
Statements, together with your report, be published or distributed. 


Any notes which apply to these statements should also be published. 


5. Dealing with defalcation, control weaknesses, and material 


illegalities 


Professional auditors do not regard their prime function to be that 

of discovering fraud. Certainly there is no greater legal or 
professional obligation on you to find fraud in a municipality than 
there is in a business audit. But the misappropriation of public money 
seems to attract wide public interest and concern. Bear in mind that 
the general public persists in looking upon you as its sole safeguard 
against embezzlers - and they will expect you to find it if any 


fraud exists. 


When you discover control weaknesses during your audit, your reaction 
will depend upon your judgment of their importance. You should not 
hesitate to report all control weaknesses, together with your 
recommendations for improvements, to the appropriate level of 
responsibility in the municipality. You will probably decide to deal 
with the treasurer or with other appointed officials in routine matters. 
nonever. more important problems should be dealt with in a report 


addressed to the council, or to the head of the council. 
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Even in the best-administered municipalities, mistakes and illegalities 
can occur. If your client has engaged in activities or entered into 
contracts which are beyond its legal powers, it exposes itself to 
contingent liabilities. You must decide whether or not these 
liabilities are material. You can ask your client to seek the advice 
of its solicitor in determining its authority for its actions - and 
you should feel free to seek separate legal advice if there is any 
uncertainty in your mind. But in the final analysis, the decision 

on materiality is your own. Remember that it generally serves no 
useful purpose to attract attention to potential liabilities which 
are not material. You may find Materiality in Auditing (a CICA 
publication) a useful guide. If a material ere ee: liability 
exists, it must be reflected in the Notes to Financial Statements. 


Otherwise you should disclose it in a qualification of your report. 


While many of the problems mentioned above are of a routine nature, 
there will be occasions where fraud, control weaknesses, illegalities 
or abuse of office, affect your opinion on the fairness of a 
municipality's financial statements. In such instances, you must 
report the facts to the inhabitants and ratepayers of the municipality. 
Officers of the Department of Municipal Affairs are available to 
discuss the matter with you and they may be able to help you decide 


how to proceed. 


e=aphingalti toe sudactnee ieotuleiadle an: wait . 
omy irowepae 30 noriivatan af ey oe ieekts wer a -a040. ere 
“3 tiewst patocey at iteiae Leget efi Booged avn dotiiw S798TT 10% 
seer fqn ok tei Wee Seem aeY appa tidedd teegad amos 
vxtviw, act dean oy teeth: rosy Gee Oe wer «TSP eeiee ote ertstitiast 


aw - anolias at? wt ertendsee @8) ghinleyest> a mTslice 257 Xo 
vy A'al «vets 12 evivie Inge eletegeg Gee wr ogy) [057 Glogne woz 
wets ats ,eteylem leeitad: nt Suh , fete Geng pt goateriaznu 
on terrae elietacsa Uf Teas VotemneR .omn Suen 6) eT iiataatne fo 
fohdy avleiti4e:nt telsptiyad as Pebtaesip @96932a, 03 se0gw 4 thon 
4g05i 0} entadinh mi t0 Aires hath a wet. iebiadan tot en 
raiitdet), soegni sar. (atheniite’ «© SF Miter Tieev x iwndseat ldo 
einomeseoe fel mange’ omer aif wits at hod sotto a0 Jai 3h a TeieS 
‘oepe ayer 10. teeta Vb tem pie 4 eet Shite dey Salurudes 


4@pten soltas: « to eu needs Melee ametdatg «ht We enna ol oti 
usitifeeslla .weeneddeow FoTI¢0). , bee) Gite amntenese o¢ i] te @ reds 
» lo sesurlod a7 a0 nulRage (Quem s90T%§ ,o08e Te eeuds ww 


itou veg ,suctwseet donut of (ai dipage Lereepadd «'ysstaygtotrun 
oer ttpale lave odd Fe ete yar gAt tnd ssnnd plete) anes ‘ere! oA Jr0qgs 
of oftetiogs wb witelt \atLsti Me Sect is wristtio 


eal 


6. Providing special services 


If you restrict your services to what is legally and professionally 
necessary, you can do a satisfactory job and justify a reasonable fee. 
But if you accept the challenge available to a municipal auditor, 

you will have many opportunities to provide your client with service 


beyond your normal audit function. 


One of the most frequent opportunities you may have for rendering 
special services is in helping your client expand its accounting 

or information system to cope with the demands of growth and change. 
Few municipalities have adequate staff resources to keep up-to-date 
with every advance and advantage of modern business methods. You 

are probably the professional advisor who is best able to help your 
client improve its accounting and information systems. In fact, 

you may be selected as municipal auditor on the basis of your 
knowledge of finance and accounting and on your consequent ability to 


contribute to the improvement of your client's operation. 


Another service you can offer is your assistance in preparing both 
the current and long-term budgets. The setting of expenditure 
priorities and financing policies is a responsibility of the 
council - but the task of putting together a package of budget 
information is a task which may challenge the most proficient 
municipal treasurer. You might well make an informed review of the 


budget to help ensure that the information in it will enable members 
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of the council to grasp clearly the effect of new projects, rising 


costs or changes in the provincial government grants. 


As we mentioned on page $99, many municipalities are considering the 
benefits and costs of amalgamating into larger units. Before an 
amaigamation takes place, a vast amount of financial information is 
required for effective planning. Here you can render an invaluable 
service in helping your client effect a worthwhile study of its 


future organization. 


Your client may wish you to help it select and train members of the 
treasurer's department. As knowledge grows increasingly specialized, 
it is becoming impossible for a personnel officer to interview and 
hire without the advice of an expert - and few municipalities have 


the time, money, or facilities, for training new finance personnel. 


Another service you may be called upon to perform is the valuation 


of businesses where there is an expropriation. 


But perhaps the service you are best equipped to offer is that of 
instigating improved business methods. In fact, unless someone with 
your combined knowledge of your client's problems and your general 
business experience strives t. find ways of increasing municipal 
administrative efficiency, the existing system may never improve. 


No doubt - as a part of your regular audit - you will advise your 
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client of any weaknesses you have observed in its system of internal 
control. When you go further and offer your advice on methods of 
improvement, you provide an invaluable service because you will 
stimulate an increased awareness of possible improvements in 


operational efficiency. 


You should have a clear understanding with your client on the services 
you provide in addition to your regular audit. The by-law which 
appointed you should be supplemented by letters of agreement covering 
the extent and fee for any special services which are additional to 
your audit. You can also avoid misunderstandings if you distinguish 


between your audit and your special services by billing each separately. 


One final word. With rare exceptions, elected representatives and 
appointed officials are dedicated servants of the public, striving to 
improve the quality of the environment within their municipality as 
effectively as possible. You have the privilege of sharing in the 
instigation and process of social advance; your reward is in seeing 
your ideas and suggestions reach fruition in an improved quality of 
local government which leads to a wider enjoyment of life in your 


client municipality. 
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REVENUE 


Municipal revenue is reported under three headings: (1) taxation (2) 
contributions from other governments and (3) other revenue. ‘These headings 
and their respective accounting treatments are explained in your Municipal 
Finance. Manual, which forms a useful background to this chapter. As 
explained on page C© of this booklet it is expected that you will use some 


form of system review as a basis for your audit. 


A - Basic elements of internal control 

The systems for controlling municipal revenues and cash receipts differ 

between municipalities, They range from cash to accrual accounting and from 
hand-written receipts to complex computer operations; the level of sophistication 
depends upon local circumstances. However, the systems are, in essence, the same 
as you find in a business corporation. And you will be able to evaluate 

your client's internal control only after a detailed investigation of its 


systems. 


Before you begin your audit, look at the by-laws and identify the policies 
fundamental to the revenue systems. Included in these policies is the 
delegation of responsibilities for billing and collecting revenues, agreements 


with other municipalities and fees charged for municipal services. 


Tax billing and collection policies - including the use of interim tax bate, 
dates of tax instalments, rates of penalties and interest on tax arrears, and 
authority to use tax sale or registration procedures must be approved by a 


council by~law. 


The council sets (or delegates its authority to set) licence and parking 
meter fees, charges for the use of municipal facilities (such as arenas and 
golf courses) and rates to be charged for municipal services. If the council 


has entered into a joint agreement with another municipality the details 
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D-2 
are in the by-law ratifying the agreement, 


The treasurer ~ the appointed official most closely involved in the control 
of municipal revenues - has the statutory duty "to receive and safely keep 
all the money of the corporation". Usually council assigns him other far 
more extensive duties, They include: 
developing an accounting system to control municipal revenues, 
compiling the municipal estimates. 
8 preparing the revenue budget, 
“ advising the council on optional methods of raising revenues. 
maximizing miscellaneous revenues such as short-term interest. 
centralizing the accounting for the revenues of local boards to 


increase control. 


When you review internal control over municipal revenues you should remember 
that almost all major defalcations have involved misappropriation of 


municipal income. 
B - Features of Municipal Revenue 
foe kak dns chats abel air emasor cel “ed ela Nadas 


1 - Taxation revenue 

a- Upper tier municipalities 

Counties or other upper tier municipalities do not tax directly but apportion 
their revenue requirements over their supporting municipalities. The method 
used to apportion taxation is explained in the Instruction for the 

supporting schedule entitled "Basis of Apportionment of County Levy" in the 
Municipal Finance Manual. The officials of the D.M.A. are available to 


discuss the apportioning of regional government requirements. 
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* the rules about paying the requisitions of other upper tier municipal- 


ities see pagefS. 


c - Lower tier municipalities 
-axation is the major source of revenue under the direct control of the 

Muri cipal equrneit; ‘and’ it as primari y the municipality's ability to raise 
Suture taxes that determines its financial Strength. The system for raising 
vaxesS, is unlike methods of revenue raising used in business corporations. 
-ne background to municipal taxation is discussed in the report of The 


sntario Committee on Taxation, (The Smith Report) Vol. II pages$3-6! which 
eee: Or asec on 


/ 


explains why the system has evolved to its present rather complex form, 


c¢ - The assessment roll 

she roll which determines the basis of the allocation of taxes is prepared 
ty the Assessment Division of the Department of Municipal Affairs, The 
assessment commissioner who prepares the assessment roll dedivers it, with 
nis affidavit attesting to its accuracy, to the municipality by October 1 of 
the year preceding taxati ion, unless the Minister approves late delivery 

alter that date, all changes are the responsibility of the municipal clerk 
although the changes are made in the master records by the assessment 


commissioner, 


nn assessment may be appealed by any person - including municipalities and 


School boards. The appeal system is described in detail in appendix 


a 


-t permits appeals to the Assessment Review Court and thereafter further 


appeals to courts of law. The basis for calculating mill rates is the assess- 


mert roll certified by the Assessment Review Court plus additions for 
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assessments made before December 31 in the year prior to the taxation year. 


The municipality should review the assessment roll for errors before using 


it. Examples of tests that are often conducted are: 


. comparison of building permits and water connections to the 
supplementary assessment rolls in order to ensure new properties 


are assessed upon completion. 


review of the previous year's supplementary assessment rolls to 
ensure that all the properties entered therein have been 


correctly entered on the new assessment roll. 


check of properties for incorrect classification - especially 
tax exempt properties - to prevent unnecessary loss of revenue 


to the municipality. 


comparisons of assessment totals to previous years to test for 


any obvious errors, 


: comparison of the ratios of assessment to population of previous 


years to verify reasonableness of the roll, 


3 review of assessments for possible appeals to the Assessment 


Review Court. 


‘ comparison of properties on a map to the assessment roll to check 
omissions. (This type of test can be very difficult to conduct 


in a rural municipality, however). 
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Errors in assessed population can result in a reduction in the unconditional 
per capita grant - as well as a loss of taxes from missed assessment; they 
can also result in a misallocation of the municipal taxation burden. The 
only way a municipality can ensure equity is to review the assessment roll 


thoroughly. 


d - Mill rates 
A municipality calculates mill rates by using this formula: 


Total taxation revenue required x 100 
Total taxable assessment 


The resulting mill rate is then used as a factor which is applied to the 
assessed value of each taxable property in order to calculate the amount of 
tax payable. The mill rates, residential and farm, commercial, business 


and special area rates must be approved by council in the tax rate by-law. 


Residential and farm assessments are taxed at a lower mill rate than 
commercial property; residential and farm owners pay 10% lower school taxes 
than do commercial property owners, Moreover, only residential and farm 
owners benefit from the unconditional per Saptta grant, The method of 
calculating the benefit of this grant to residential taxpayers is explained 


in appendix € . 


Business tax is calculated by applying the commercial mill rate to the 
assessed value of the real property used for business purposes, as laid down 
in The Assessment Act. Rules for calculating the special taxes on 

telephone and telegraph, transportation and pipeline companies are also laid 
out in that Act. Business taxes are a charge against the owner of the 
business and not against the owner of the building in which the business 


Operates, Therefore, in collecting unpaid business taxes, a municipality 
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has the right to seize the chattels of the business in default - but not 


the real property. 


Often, ratepayers in a portion of a municipelit ervice 
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which is not available to all the ratepayers. The council can then tax those 
ratepayers to pay for the special service. (The rules covering the 


expenditure of these special area mill rates are found on pageES ), 


Transitional provisions, such as those contained in the legislation creating 
regional governments and county school boards, have resulted in a series of 


umisual rules which must be observed in calculating mill rates. 


e - The Collector's roll 

The collector's roll records against each property and business, all taxes, 
plus amounts added to the tax bills, for the year. Uncollected charges from 
prior years are not included. The roll takes many different physical forms 
such as ledgers, copies of tax bills, and accounting machine print outs. 

The roll is compiled by extending the individual assessments in the final 
assessment roll by the mill rates and then adding the special charges. It 
is imperative that municipal officials ensure that all changes 


mace to the assessment roll are reflected on the collector’s roll. 


f - Preparation of tax bills 

The council establishes policies setting dates when taxes are due. There is 
no limit to the possible number of tax instalments, and taxes of up to 50% 
of the previous year's mill rates may be raised on an interim levy before 
the current annual revenue estimate is set. The council may also decide 


on a minimum tex bill of $6.00 for each property. 
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Sometimes special charges, which are not calculated from mill rates, are 
billed to some taxpayers. Some charges (such as local improvement and 
drainage charges) create special accounting problems because a project 
results in a different charge for each property affected; your client's 
accounting system must be adequate to allocate each charge correctly. 
These special charges represent a form of taxation that must be shown 
separately on the financial statements. Other charges, such as hydro 
arrears, which do not represent taxation, can be added to the tax bill 


for collection. 


g - Supplementary taxes 

Whenever new assessment is added during the taxation year - either from the 
correction of an omission in the roll or from new construction - supple- 
mentary taxes arise. The rules for raising taxes on these additional 
properties are defined in The Assessment Act. The law requires that supplementary 
taxes from new construction be distributed on a pro rata basis to school 
boards, counties and regional governments. Although frequently a munici- 
pality does distribute supplementary taxes raised as a result of an error 
in the roll. The amount of supplementary taxation from new construction is 
affected by the date when the provincial assessor adds it to the assessment 
roll; additions to the roll are taxed according to the portion of the year 
they are on the assessment roll. Therefore a delay in assessing results in 


a loss of revenue to the municipality. 


h - Collection of taxes 
A municipality charges penalties and interest on overdue taxes to encourage 
prompt payment. Penalties are charged for late payment of taxes in the year 


they become due, while interest is charged on arrears for periods after 
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that year. The council establishes in a by-law the rates to be charged 


within upper and lower limits set out in The Municipal Act. 


An adequate system of control should be developed by the municipality to ensure 
that applicable penalties and interest are always charged and paid. In 


this way, a loss of revenue to the municipality is prevented, 


A municipality has recourse to two special procedures to enable it to 
collect overdue property taxes: tax sale and tax registration. They are 
described in The Smith Re ort, pages 285-286. The Municipal World 

eae es AE Sal plate Pohae lint iecinlteal enced hitachi ates 


has issued booklets listing the section of the statutes and regulations 


involving each procedure (see bibliography ). 


Every municipality is required by The Municipal Act to use the tax sale 

procedure, However, the council can pass a by-law to transfer to the tax 
registration procedure. In some eases a county petitions the DMA to have 
all its constituent municipalities transferred onto tax registration, in 
which case every municipality involved must use the tax registration pro- 


cedure. 


2 - Contributions from other governments 
The statutory requirements and the unique nature of these contributions 


result in some special internal control considerations. 


The instructions for the supporting schedule entitled "Analysis of Revenue" 
in your Municipal Finance Manual. outline the major sources of contributions 
from other governments under three headings: payment in lieu of taxes, 


subsidies, and payments from other municipalities. 
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a@- Payments in lieu of taxes 
These payments are explained in The Smith Report, pages 136-151. The 


accounting controls over payments in lieu of taxes are usually straight- 


forward. 


Properties subject to payments in lieu of taxes are shown as tax exempt on 
the assessment roll. After the mill rates are set the municipality is 


required to bill the appropriate body, in order to obtain payment. 


Some bodies do not pay the equivalent of full mill rates: for example, 
Ontario goverrment property does not normally pay the equivalent of school 
rates. When less than full mill rates are used to calculate the payment in 
lieu of taxes, details and explanations are available in the municipal records 


and in the appropriate legislation, 


Because payments from some government bodies take a long time, the accounting 


system mist be capable of providing control over this revenue, 


b - Subsidies 


Subsidies from provincial and federal governments are a complex and rapidly 


changing form of municipal revenue that is difficult to audit. 


Background details on most of the important programs, such as road and 
health and welfare subsidies, are presented in The Smith Report, pages 
jo4—437 Further background information is available in a study entitled 
Intergovernmental Finance in Ontario (see bibliography}. Note that the 
Municipal Finance Manual tells you to include mining revenue payments under 
subsidies from the province of Ontario. Details of these payments are des- 


cribed in The Smith Report, pages 171-191. 
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There are two main sources of information about subsidy programs available 

to the municipality: a regularly updated manual, Provincial Assistance to 
Pal tio lieth aa te ade hee 

Municipalities, Boards and Commissions, (see bibliography) and the infor- 


mation offices of provincial and federal government departments and agencies, 


¢ ~ Payments from other municipalities 

The Municipal Act empowers a municipality to enter into an agreement with 
another municipality for a joint project for any purpose within the juris- 
diction of the councils; the resulting joint venture may result in payments 
being made between municipalities, Details of such agreements are included 
in the appropriate municipal by-law. You should also review the rules about 
netting income with expenditure outlined in your Municipal Finance Manual, 


page 202, before you decide on the proper accounting treatment. 


3 - Other revenue 
eee EVE Rue 


The Municipal Finance Manual, outlines the chief sources of other revere, 


C ~ The revenue audit 
rote net Cea 
Adaptetions of normal audit procedures are only suggested in this section - 


always use the procedure you feel is most appropriate to the circumstances, 


1 =~ General 


Before you begin a review of your client's revenue system you should obtain 
a copy of its budget; it provides details of all the major sources of 
revenues. Jt also lets you know how much revenue is expected. At the year 
end, variation between the budgeted and actual figures may indicate that 


further investigation is required, 
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An error in the revenue system may result in a material misallocation of 

the tax burden among ratepayers. For example, where the unconditional per 

capita grant is not used for the exclusive relief of residential ratepayers, 
over -taxation 

the error could result in/material to them. So, in addition to the usual 


problems of measuring materiality in the effect on the financial statements, 


you should also consider the effects of errors on an individual ratepayer. 


2 - Taxation revenue 

You should review the taxation revenue of the municipality by considering 

the taxable assessment, the annual estimates and the effect of other statutes, 
such as, unconditional per capita grants and the transitional provisions in 
the legislation creating the new regional governments and the county school 


boards. 


Equity requires your client to levy all the supplementary taxes provided 
for in the statutes, including 
- taxes on new construction, since the return of the assessment 
roll on which the year's original tax levy was calculated 
- taxes which should have been included in the original tax levy, 
or in prior year's taxation, but were excluded because of errors 
or omissions. 
Your client has no discretion in the area of supplementary taxation. Failure 
to bill and collect these taxes results in taxation revenue for the year 


being understated in the financial statements. 


Your interest in the accuracy of the assessment roll is crucial because it 
has a bearing on whether the taxation revenue for the year is fairly reflected 


in the financial statements. You need not concern yourself with the valuations 
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in the assessment roll. This is the responsibility of the assessment 


commissioner and is gubject to the appeal procedures (appendix B ), 


But you should be concerned about whether your client has performed an 
adequate review of the assessment roll to 
- ensure that any properties omitted from the roll are billed 
the correct amount of supplementary taxes 
- any new construction, which was not included in the assessmen 


On which the original tax levy was calculated, is billed for the 


correct amount of supplementary taxes. 


If you audit an upper tier m: unicipelity you have no direct involvement with 
assessments and collectors rolis, However, you have a responsibil ity to 
@ssure yourself that the method of apportioning the annual estimates over the 
Supporting municipalities is in accordance with the law. Any error in 


material misallocation of the tax burden. 
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apportionment might result 


The procedures outlined in the CICA audit study Confirmation cf Accounts 
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Receivable are helpful when planning your tests of taxes receivable. You 


should also note the suggestions ir 


is 


both the audit study and the CICA handbook 
that when internal control is not effective confirmation should be made at or 


near the year end, 


3 - Contributions from other governments 

at lana cinema nati tata = het ciedceststdheoded 
You can confirm the amounts paid to the municipality during the year by 
contacting the appropriate department, agency or other municipality which is 


making the payment. A list of the addresses of the offices in provincial 
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departments and agencies that pay subsidies is available in the Municipal 


Finance Manual. 


Government departments and agencies operate on a cash basis and cannot 

confirm the balance outstanding at the year end. Alternative procedures 
such as those outlined in the CICA audit study Confirmation of Accounts 
Receivable should be used together with any other tests you may consider 


necessary in the circumstances, 


You should examine the subsidy claim and the paying agency's reaction to 
it - was the claim allowed, denied, or only partially allowed? Comparing 
these forms with month-end or year-end statements will indicate the 


reliability of the municipality's year end accrual. 


Details of payments in lieu of taxes and joint municipal agreements are 


available in the treasurer's or clerk's office. 


4 = Other revenue 

The schedule of fees for municipal services, licences, and so on can be 
traced back to by-laws approved by the council. You may find it helpful 
to prepare a list of these by-laws and update it by looking through the 
minutes of the council to compare the sources of revenues from year to 
year. You can also see if there are any new sources of revenue which the 


municipality has developed, 


Wherever necessary, you should press for improvements in control over other 
revenue. Your influence may result in improvements to the accounting system 


that will make it unnecessary for you to qualify your report year after 
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year, You are engaged to make a report on whatever you deem necessary. You 
should not accept the excuse of poor control to avoid this responsibility, 
but you should continue to impress upon the council the need for improve- 
ments until it acts. In some cases the revenues are too small to warrant 


improvements in accounting control and a denial of opinion may be necessary, 
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EXPENDITURE 


The detailed audit, formerly required by the Department of Municipal 
Affairs, no longer exists. As explained on pageC& » your audit will 
depend upon "tests of procedures to determine the reliability of the 
system of internal control" - how you evaluate your client's system of 


internal control depends on the audit practice you normally follow. 


The nature of the mmicipal structure increases the difficulty of your 
municipal expenditures audit. As we have explained, each mmicipality 

has developed to meet its own local needs; your client has had to develop 
the systems and sub-systems necessary to meet the expenditure require- 
ments of its own particular structure. Usually, the power to purchase and 
receive has been left to each department. The requisitioning and receiving 
functions will remain decentralized even in mmicipalities which have 
centralized purchasing. in your review of internal control, you will have 


to become familiar with most of the systems in your client's departments. 


You should realize that the systems you are evaluating during the expenditure 
audit will also be used - with only slight modifications - to process 
payments for capital expenditures. Your capital audit is therefore partially 


dependent upon your evaluation of the expenditure system. 


The reporting requirements of the Department of Municipal Affairs are set 
out in Bulletin 2 of your Municipal Finance Manual. You will find this 


Bulletin useful background reading to this section. 


1 - Introduction 

Policy and procedures are dictated by local circumstance, therefore, there 
are differences between systems of internal control, However, there are 
similarities between municipalities in their organizational patterns and 


financial reporting requirements. 


2 - Policies and procedures 


Policy decisions involving the expenditure system must be made by the council 
in a by-law. Matters of policy which the council enacts in by-laws include: 
the assignment of responsibilities for the control of expenditures, personnel 


policies, and policies for purchasing and tendering. 
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Appointed officials establish procedures for purchasing, payment of accounts, 
preparation of annual estimates, pay-roll compilation, control of invento- 


ries, and the preparation and distribution of financial reports. 


The standard method used for controlling municipal expenditures is for the 
council to assign responsibilities to various levels of management and then 


to exercise control by requiring adherence to the expenditure budget. 


3 - Allocation of responsibility 
i. The Council 


The council concentrates its energy in overall control; it defines the 
type of large or unusual expenditure that require its explicit approval. 
The remainder of transactions are handled by appointed officials with the 
council using information from the budgets and the financial reporting 
System to manage the mmicipality's affairs. The council takes little 
direct part in purchasing procedures, although there may be exceptions in 


the smallest municipalities. 


ii. Committees 
Committees exercise a strong influence in the control of expenditure. If 
control has been delegated to committees their responsibilities are defined 


clearly by the council (see page Biv). 


iii. Department heads 


The appointed head of each department usually provides direct control over 
expenditure. Except where purchasing is centralized, each department is 
responsible for its own requsitioning, purchasing, warehousing, and appro-« 
val for payment. The council maintains control over departments by requiring 
justification of each program before alloting budgeted funds and department 
heads control expenditures within those budgeted limits. Monthly financial 
statements provide the information for the department heads to maintain 
control and for the council to assure itself that expenditures are within 

the budgeted limits. Department head must always be able to explain any 


unfavourable variances from budgeted expenditure. 


iv. Dhe treasurer 
Provincial legislation makes the municipal treasurer responsible for the 
receipt and disbursement of the corporation's money. This concept is a 
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legalistic and limited description of the treasurer's responsibility - the 
progressive treasurer also provides many other services to improve the 


municipality's management of expenditures. He 


. installs and operates a centralized system for the payment of 


accounts 


. designs, prepares and distributes the internal financial statements 


. advises the appointed department heads when expenditures threaten 


to exceed budget and points out where economies may be effected. 


4 - Budgetary and reporting controls 
A municipality must have an accounting system that highlights unfavourable 


expenditure patterns. Well defined budgets and accurate current financial 
statements should be in such a form’ that department heads and the council 


can readily compare actual and budgeted expenditures. 


Every municipality is required by law to prepare and adopt estimates of the 
amounts required during the year, but your client's budgetary system 
should far exceed this statutory requirement. The preparation of the good 


budget follows these general guidelines: 
. It is based on objective data and informed opinion 
. It is prepared in advance of actual expenditure 
. Expenses are classified by department so that. each appointed 
department head is aware of his responsibilities and expenditure 


limits. 


. Each department head becomes involved in the budgeting process and 


agrees to those expenditure limits for which he is responsible. 


. Expenditures which occur seasonally (e.g. road maintenance, re~ 


creation and snow clearing) are budgeted on a seasonally adjusted 


pattern. 
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For further background on mmicipal budgetary control, see bibliography, 


page L p33 


Reporting and budgeting controls cannot be separated, A budget is only as 
effective as the reporting system that compares it to actual expenditures. 
You should concentrate as much effort on examining the effectiveness of the 
reporting system as you do on the budgeting system. Features that you 


can expect to find in the reporting system include: 


. Reports prepared on a periodic basis, at least once monthly, 


made tO the council and the appropriate appointed officials. 


. Current financial information in a form suitable for control of 


expenditure. 


. Variations from budgeted expenditure noted and appropriate action 


taken. 


You may have difficulty in deciding where effective financial control is 
exercised in the municipal structure. In many cases it can be pinpointed 


only by locating which official takes the necessary controlling action. 


B. Zransactions subject to gpecific statutory control 


For many transactions the law is explicit in restricting the ways in which 


money may be spent. As the municipal auditor you will have to assure 
yourself that these legislative requirements have been met. The more 


important transactions governed by legislation are: 


1 - "Earmarked" revenues: 
Amounts raised by special rates and charges can be paid out only for speci- 


fied purposes. Some major examples are: 


Board of Education Rates: payments of taxes levied on behalf of a board 
of education must be paid to the board in quarterly instalments starting 
on March 31 - although in some areas local agreements may call for more 
frequent payments. Provision for early payment discounts and late payment 


penalties are included in the legislation, Supplementary taxes must be 
paid to the board by December 31 of the year in which they were raised. 
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County rates: payments must be made to the county by December 20 of the 
year during which the revenues were raised and supplementary taxes must be 
paid to the county by December 31. In most cases, local by-laws require 


payment earlier in the year. 


Dates of payment to a regional government are established by the regional 
council. Both county and regional authorities can charge interest on 


overdue payments. 


Area rates: These revenues may be used to provide such services as garbage 
collection, fire protection and street lighting in certain areas of the 
municipality. They must be used in the area and for the purpose for which 
they were raised. Any surplus at the year-end must be used to reduce the 


area rate levy in the following year (see page Dé). 
2 = Non-cash transactions: 


These transactions do not involve the actual transfer of cash but they 


appear as expenditures in the annual estimates. The most important are: 


Transfers to reserves: Bulletin 4 of the Municipal Finance Manual will 
make you familiar with the nature of this type of account. It also explains 


the limitations on establishing and using these reserves. 


Taxes written-off: taxes may be written-off only in accordance with the 


provisions of the statute. 


Deficits: The Municipal Act requires the council to levy for a deficit in 


re 


the year following the one in which it was incurred; therefore a deficit 


must be provided for in the annual estimates. 
3 = Contributions, grants and subsidies 


A municipality can make grants to certain bodies and in certain amounts 
only as permitted by statute. If you have any doubts about the legality 


of any payment you should ask the municipal officials to give you their 


authority for making the payment. 
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C. The expenditure audit 
While your audit approach should be the same as that for a business client, 


there are a few wrinkles to auditing municipal expenditures that you will 


want to note, 


If you find there is no clear definition of responsibilities between 
different appointed officials ~ or if there are any other weaknesses in 
financial control = you may want to make a report to the council and recom= 
mend improvements in the system. Your reaction to any situation will be 
guided by your professional opinion in the circumstances - materiality 


should always be considered. 


Several provincial government departments employ officials who visit muni- 
cipalities to examine documents in support of subsidy claims. Their 
interest is primarily to ascertain whether all legal requirements have been 
met and whether all expenses claimed are eligible for subsidy. Their work 
does not form an integral part of the system of control within a munici- 
pality. Furthermore, the procedure followed and responsibility possessed, 
by one subsidy verification officer may vary considerably from that of 
another. However, you may find it possible to review and evaluate the 
work done by some officers, and thus to place a degree of reliance on 


their work. 


Test auditing is a valuable technique. However, because municipalities have 
a tendency to operate on a decentralized basis you may experience diffi- 
culty in choosing a representative audit sample. (A useful text on how to 
choose audit samples is Sampling Manual for Auditors ~ see bibliography 


page [2 ). 


The expenditure patterns of most municipalities are predictable due to 

their non-volatile nature and the limitations of their budgets. This fact 
should make variance analysis one of your more important audit tools: an 
examination of variations between budget and actual should reveal any un-= 


usual patterns in expenditures for the year. 
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You may experience difficulty in determining when expenditures are cut off 
at year end. As a general rule, only the legal obligations of the muni- 
cipality should be recorded. If goods or services have been ordered but 
have not been received - and the title has not passed - then there is no 
legal obligation to pay and no expenditure should be recorded. This is 


the generally accepted accounting principle for year end cut off. 
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CAPITAL 


A - Capital in the municipal context 


The word "Capital" has a specific meaning in the municipal context: it is 
used to describe the transactions of the capital fund, including both long- 
term (i.e. capital) expenditure and long-term financing. (See page B.{44), 
All long-term expenditure regardless of how it is financed and also all the 
money that a municipality obtains through long-term financing is reported 
in its capital fund. Examples of capital financing include: borrowing 
through debenture issues, contributions from other governments, subdividers' 
fees, contributions from the revenue fund for capital expenditure, and 
private contributions. Bulletin 5 of the Municipal Finance Manual describes 


the accounting and reporting of capital transactions, while Bulletin 3 


describes the reporting of long-term liabilities, 


Major capital projects, by their hature, require a long time to plan, 
finance and complete, They frequently extend beyond the lifetime of a 
Single elected council and their cost can profoundly affect the financial 
position of a municipality. For this reason, many restrictions and 
preliminary administrative procedures have been written into the legis-~ 
lation. When you come to evaluate the propriety of capital transactions, 
you must have a detailed knowledge of the pertinent legal restrictions 


and required administrative procedures, 


The provincial and federal governments provide substantial capital assistance 
to municipalities in order to encourage a high standard of service to their 
inhabitants. You should be familiar with these assistance programs, both 

in order to perform an effective audit, and also to ensure your client is 


obtaining the maximum financial assistance available to tis 
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In most municipalities, each capital project is regarded as unique, and is 
processed as a separate cost centre. You should organize your approach to 


the audit of capital accordingly, 
B - The capital project - preliminary steps 
Feesalsi tanto Tenicrrer ial lied silasinco RO saat kmemsermaceotirel Peeled heat 


Whatever the source of financing for a capital project, there are certain 
legal requirements which must be observed in obtaining the financing, as 


well as some desirable administrative procedures, 
1 - Long-term financing - minimum procedures 
a eae ee eee eS 


The requirements of The Securities Act do not apply to an offering of 
municipal debentures to the public. So you are not required to take an 
active part in preparing a prospectus when your client is seeking long- 


term financing, 


The council must pass a by-law to approve any long-term borrowing ~ and the 
third reading of the by-law cannot take place until the Ontario Municipal 
Board (OMB) has authorized the debenture issue. Tenders or quotations 
from bond dealers may be required by the municipality's procedure by-law 
or by custom (see pageBIS). If so, tenders must be obtained before the 
third reading so that the actual terms of sale as incorporated in the 
dealer's contract may be specified in the by-law. Before any debentures 
are sold either the OMB validates the by-law or a legal counsel who is 
acknowledged as an authority on municipal law gives a written opinion on 
the validity of the debenture by-law. A "validation" is found on the 


back of a debenture certificate, 
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The OMB issues an official board "Order" to approve any debenture issue, 

or to confirm any tentative approval which may have been given earlier. 
This Order is signed and sealed and sets out such details as: the project 
cost, the amount and term of the debenture issue, and permission for 
temporary financing pending the sale of debentures. Firm arrangements mist 
be made for either selling the debenture issue or for temporary bank 


financing before the OMB will give its final approval. 


The minimum procedures which must be followed to obtain long-term financing 
from the provincial or federal goverrments vary from program to program. 
in general, it is essential to obtain the approval of the government agency 
responsible for administering the relevant grant or loan program before 


beginning a capital project. 


Your client will experience serious financial and legal difficulties if it 
fails to follow these minimum procedures when obtaining long-term financing. 
For example, if a project is started before OMB approval is obtained, the 
OMB is unable to approve it. This will place the municipality in the 
embarrassing position of having to finance the unapproved project from 
current revenues or of obtaining a private act of the Legislature to approve 
long-term financing. If legal counsel cannot give a suitable opinion on a 
debenture by-law or if the OMB cannot validate it, a dealer may break his 
commitment to purchase the debenture issue. Even after a project is begun 
or well advanced, if it is technically illegal, a ratepayer can initiate 


court action to frustrate it. 
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2 - Long-term financing - internal procedures 


Most municipalities find a long-term capital budget indispensable for 
management purposes. This budget is prepared by the treasurer in close 
consultation with the appointed department heads who will be responsible 
for actually spending the money. It shows all proposed capital 
expenditure, all the proposed sources of financing and the anticipated 
effects upon the current revenues and expenditures for the next five years. 
A long-term capital budget is reviewed and updated by the council every 


year. 


The five year forecast of proposed long-term borrowing - which the OMB 
requires annually from many municipalities - is compiled from this long- 
term capital budget. The inclusion of a project in the forecast does not 
constitute a formal application for approval of the project - but if the 
OMB accepts the forecast for the current year, it is not necessary for a: 
municipality to apply for tentative approval when its council is con- 


sidering financing for the project. 
3 - Capital expenditure - internal procedures 


In addition to the long-term capital budget, a detailed capital budget is 
developed for the current year, to provide control over capital expenditure 
in that period. Cost and financing records are kept for each project so 
that actual costs can be compared with the estimated costs and the contract 
terms, If at any time during a project, the actual costs are exceeding 


either the anticipated costs or the amount that the OMB or any government 
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office has authorized, the deviations should be reported so that the 


appropriate official or the council may take prompt corrective action. 


The council must pass a by-law approving the project and its financing. 
Tenders for capital projects mst be called in accordance with the pro- 


cedure by-law or the established practice of the municipality. 


The advice of the municipal solicitor on any proposed contract should be 


obtained before the council signs and seals it. 


An adequate amount of performance bonds or cash deposits, together with 
liability insurance, should be obtained from the contractor for each 


project. 
4 .~ Summary of documentation 


Once you become familiar with the preliminary legal requirements and internal 
administrative procedures relating to a capital project, you will have no 
difficulty in deciding on the documentary evidence you will want to examine 
during your audit. The documents generally available for your examination 
include: 

a a by-law approving any long-term borrowing 

b a bond dealer's contract for a debenture issue 

es an OMB Order approving any long-term borrowing 

d approval from the appropriate government department or agency 

of any project for which grants or loans are anticipated 
e the long-term capital budget 
ae a by-law approving the project 


g tenders for construction (if required by the procedure by-law) 
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h the construction or purchase contract, showing all details and 
terms 
ei appropriate project records showing costs and financing. 


> - Capital projects subject to specific statutory controls 


In certain types of projects, the legal requirements and controls are 
rigorous. There are three good reasons why. First, project costs have to 
be assessed against certain ratepayers in an equitable way; second, 
provincial and federal grants may be involved in the finance of the project; 


third, in the past the lack of control has resulted in costly mistakes. 


(a) - Subdivision development 


Municipalities have extensive powers under The Planning Act to 
plan, zone, control and regulate the subdivision of land for residential or 
commercial purposes. Using these powers, a municipality both plans and 
controls its own development and also obtains contributions from subdividers 


towards the cost of installing services to the subdivisions. 


When a subdivision is envisaged in a municipality, there is often 
a wide difference of opinion about the development, its rate of progress 
and method of financing. The developer, who bears the financial risk, 
naturally wishes to have his plans approved promptly and to avoid any 
additional financing burden. On the other hand, the local planning board 
and the council have to consider the long-term effects of the development 
and the available sources of funds for installing necessary municipal services. 


Rapid development on a sound financial basis can take place only if strong 
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leadership, prudent procedures and competent professional advice are 


present in the municipal administration, 


Since subdivision development control is primarily a local concern, 
there is no uniform procedure for all municipalities. However, a complete 


program for planning, zoning and controlling subdivisions takes this form: 


(1) The local planning board prepares a land-use plan. This plan, 
when it has been approved by the council and the Community 
Planning Branch of the Department of Municipal Affairs becomes 
the Official Plan. Where there is an Official Plan, the 
municipality's zoning by-laws and subdivision control ensure that 


all improvements and developments conform to it. 


(ii) The municipal council passes zoning by-laws to control both 
land use and development. The OMB must approve all zoning by- 


laws, and any amendments to them. 


(iii) The municipal council may designate an area "subject to subdivision 
control", In so doing, it obligates subdividers to submit their 
plans to the Community Planning Branch of the DMA. This Branch 
generally makes certain conditions before it will approve sub- 
division plans: these conditions include a requirement that 
subdividers install at least minimum municipal services (such as 
paved streets, sewage, water supply, etc.) and that the plan fits 
in with other factors affecting the development of the area - such 
as new highway construction, projected sewage treatment plants, 


railway extensions and so on, 
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(iv) After the subdivision plan has been approved, the subdivider 
enters into an agreement with the municipality. In this 
subdivision agreement, the services to be installed are set out 
together with details concerning any related financial 


arrangements. 


As a matter of practical administration, the agreement is often 
drawn up by the planning board (who should have competent 
professional advice from Financial, legal, planning and engineering 
specialists). The council provides its final approval by 


passing a by~law, 


A municipality may receive large sums of money from a subdivider under the 
terms of a subdivision agreement. Most of it will be for capital expenditure 
and should be held in a reserve fund until it is used {see Bulletin 4 of 
the Municipal Finance Manual, page 404). As auditor, you should determine 
whether the internal control and accounting systems are adequate to ensure 
that subdivision development money is used for the specific purposes for 
which it was acquired and that any excess money is returned to the sub- 
divider. If money has been received which is to be used 
for general services necessitated by the subdivision of land, these 
services are understood to include the provision of sewage treatment 
facilities, comminity centres, parks and other indirectly related capital 
projects which may not be located geographically within the subdivision. 
Money received from a subdivider for engineering services to be provided 


by the municipality is treated differently from the other money paid by a 
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subdivider; it should be earmarked to meet engineering costs as they are 
incurred (see "netting of expenditure", page 202 of Bulletin 2, Municipal 


Finance Mamal). 


Your client may retain you as its financial advisor, as well as its auditor, 
so you should be aware of the effect of the terms of a subdivision agreement 
on your client's cash position. If your client has to make major expenditures 
on the subdivision before it receives contributions from a subdivider, the 
cost of financing these expenditures will have to be met out of general tax 
revenues, You should also be aware that if your client fails to require a 
subdivider to finance the full cost of installing municipal services, the 
municipality will have to finance the capital cost of these services, 

possibly through local improvement charges. This financing will increase 


taxes for all taxpayers. 
(b) ~ Local improvements 


Under The Local Improvement Act, municipalities can install 
services such as sewers, drains, water mains, street-lighting and sidewalks, 
and recover the costs from benefitting land-owners. These services are 
usually financed by issuing debentures and recovering the debt charges from 
landowners over a period of years. Sewers and water mains can also be 


supplied in a similar way under the provisions of The Municipal Act. 


There are statutory requirements concerning OMB approval, the 


apportionment of cost and the appealing of assessments: 


(i) For capital projects under The Local Improvement Act, approval of 


the OMB must be obtained for the project, if it was initiated by the 


municipal council, or if it was initiated by a petition of 
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landowners and there were objections to it. The municipal 
treasurer must prepare a special assessment roll which will 
apportion the cost of the project among the landowners 
affected.in accordance with The Local Improvement Act. These 
landowners have the right to appeal the apportionment at the 


court of revision when it meets to review the treasurer's report. 


(ii) For capital projects under The Municipal Act, the OMB must approve 


the construction of the project and the by-law which imposes a 
special charge on the affected landowners or occupants to recover 
the cost of the project. Objections are ee by the OMB before 
the by-law is approved, but there is no other appeal of this 


assessment. 


The documents you may expect to find available for examination include: 


In the case of a project carried out under The Local Improvement Act: 


In the 


the original by-law authorizing the project with the OMB's 


required approval. 


the treasurer's report of costs and his apportionment of costs, 


passed by the court of revision, 
the local improvement assessment roll. 


the council's minute adopting the local improvement assessment 
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case of projects under The Municipal Act: 
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The by-law authorizing the project and imposing a special 


rate to recover its cost, with the OMB’s required approval. 


(c) - Projects under The Drainage Act 


The Province of Ontario subsidizes the cost of draining farm land, 
if the drainage project is carried out under the provisions of The Drainage 
Act. There are statutory requirements for apportioning costs, appealing 


assessments, and claiming a grant: 


. Projects are initiated by a petition from landowners. An 
engineer is then appointed to report on the drainage requirements 
of the area, the cost of meeting them, and the apportionment of 


costs to each benefitting landowner. 


. Landowners affected must be notified of the proposed project, so 
that they may be heard at a meeting where the project is con- 
sidered. They may also appeal the technical requirements to a 
referee, and their assessed portion of the estimated cost to the 


court of revision. 


: The municipal council passes a by-law authorizing the drainage 
project and the basis of assessing costs against the benefitting 
landowners. To be eligible for a grant, a "Notice of Intent" 
must be filed with the Municipal Subsidies Branch of the DMA 


before the project is actually started. 


The documents you may expect to examine include: 
- the engineer's report showing the estimated costs and their 


apportionment. 
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: the minutes of the court of revision. 
‘ the municipal by-law and special assessment roll. 


: the correspondence from the DMA approving the grant. 


(d) - Ontario Water Resources Commission 


The Ontario Water Resources Commission is an agency of the 
provincial government charged with controlling the standard of - and in some 
cases providing - water supply and sewage treatment services in Ontario. If 
requested, the OWRC will provide these services for a municipality and charge 


it with the cost. 


Where a municipality carries out its own sewage treatment or water 
supply project, the approval of the OWRC is required. Where the OWRC carries 
out the project, the municipality is relieved of the detailed administration 
and accounting relating to it. See the Municipal Finance Manual, Bulletin 3, 
pages 305 and 306, regarding the types of agreement that can be made with 


the OWRC for a project. 
(e) - Urban renewal 


Urban renewal projects change the character and appearance of 
important parts of a municipality. The statutory requirements and 
administrative procedures affecting these projects are onerous because all 
three levels of government as well as private developers are involved in 


their completion. 


-Liot Sramionae Lakooga tina wwe we dattobeu sel 
thay Bld gatvotepe AME ond “ort wonekeotsetice att 
bp iadbs) pooner ott ~ (by 


sdb Io Youogs ls SE colsekemod serosal tataW chat act . 
fem at ine - 14 boahceia of! gi litordion adlw Beg vail tneniveg, Latoatvong 
“t .olvede® ob seotvtse Unswdeyit sgawes fixe Ylgque tetew - sctbivowy eeead — 
eertatio bee ¢olisqgicinun « yO) eso Reesg eet? ebavore Litv af) |fodeenpet : 
.jeom oft tdi of 


“etaw 10 dmasitessds ekowse mo Gti, Jum aeiviao ¢d Lleglolim » oe 
peivres I9WO edd etedd .bertiopex at Daw ald Yo Lavette say Joe, mer vie 
nolgesvolninis hattadeb it ‘to bevelter wl ytifag tne att etoekaey ad tuo 
of siietine .favnam sousats Leytotayy aft eee tt of geddeter gakmwesge ina | 
dtiw sham sf nda asi ineietata Yo seryd etd st ibcape:, ,oOE fit 20E eoger 
‘ rsoeloor @ Sut CNM ade 


a soeae'thagge, fire Tlodrads. alt sgctetl>, Woohory tower hada 
bis atoemeniup er wan achat aay. asattea cca te iparrbrgense 
fle yaussed scone, ow asosjong needle werhares, # 
wk Bovlowat ova ateqotnvat s3eving ae Lfaw an 


F-13 


In order that an urban renewal program can proceed in an orderly 
and economic manner, a high degree of planning and organization is necessary. 
The use of budgets and cash forecasts is essential for good program manage- 
ment, Full details of costs and financing should be reflected for each phase 


of the project. 
The documents you may expect to examine include: 


; a@ municipal by-law which designates the area for redevelopment, 
and which has received the approval of the Community Planning 


Branch of the Department of Municipal Affairs. 


. a redevelopment plan approved by the local planning board, and a 
municipal by-law approving the plan, with the OMB’s required 


approval. 


: an OMB Order approving the cost and financing arrangements for 


the project, 


‘ agreements with the Province of Ontario and with Central 
Mortgage and Housing Corporation, reflecting all the detailed 


subsidy arrangements. 


C «= The capital project in process 


You might find it helpful if we reviewed a "typical" project through its 

stages of construction and financing. Bear in mind that not all the steps out- 
lined here are pertinent to all capital projects, For example, where vehicles 
are being purchased or where a road widening is not being financed by 


debentures, some of these steps do not apply. 
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1 - Temporary capital financing 


Usually, the initial stages of a project are financed by temporary borrowing. 
Money may not be borrowed on a temporary basis until the council has passed 
a by-law authorizing the project. Banks generally require a certified copy 
of this by-law with an application for e temporary loan, sometimes with a 


copy of the OMB order for the project. 


Temporary borrowing for capital purposes is Limited by statute to the amounts 
specified in the OMB order, plus any additional amounts the OMB may approve. 
Temporary funds obtained for capital projects may be used only for those 
projects and for no other purpose; they must be repaid when the project is 
permanently financed - either from the proceeds of the debenture issue, or 


from any relevant goverment grant, or from the revere fund. 


e = Contract payments 


All progress payments must be mede in accordance with the contract authorized 
by the council. The project is inspected by the municipal engineer - or by 
@ consulting engineer or architect - who then certifies the payment request 


from the contractor before it is paid. 


Any payments which are for "extras", or in excess of the contract agreed to 
by council, must be approved by the council before payment. Payment of 
the holdback after the completion of the project should also be approved by 
the council, as this payment can release the contractor from further 


obligations, 
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3 - Subsidies 


As an auditor you may be involved in the procedure for claiming subsidy 
payments from different departments of the provincial government. 
Procedures for paying subsidies vary from program to program, and the 
accounting criteria by which provincial departments distinguish between 
capital and non-capital projects may not coincide with your client's 


accounting principles, 


It is possible to confirm directly with the appropriate provincial govern- 
ment department the amount of subsidy paid to a municipality during the year. 
The address of the proper government officer to write to for each subsidy is 


found in your Municipal Finance Manual, 


4 ~ Control of debentures and coupons 


Rigorous control should be maintained over debentures and coupons. Once 
debentures have been signed by the head of the council and the treasurer and 
have been sealed, care must be taken during their delivery to the purchaser 
or broker. If they are sold "over the counter", serially numbered receipts 


should be used to provide further control. 


A bank is authorized to handle cashing of coupons, and when debentures mature, 
they are also surrendered to the authorized bank for payment. The debenture 
register is used by the municipal treasurer to maintain accounting control 
over cashed coupons and debentures. A system should exist at the bank to 
cancel cashed coupons and matured debentures before they are delivered to 


the municipality. 
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When debentures are issued by one municipality and the liability is 
assumed by another, the basis of assumption is established by an OMB order, 


by legislation, or by an agreement between the two municipalities concerned, 
5 - Excess debenture proceeds 


You should know the legal limitations on the use of debenture proceeds which 
are in excess of the cost of the project for which they were issued. Any 


excess funds realized from a sale of debentures may be applied only: 


. to redeem one or more debentures of the latest maturity, where 
the amount of the excess is sufficient and the debentures are 


so redeemable, 


. to the annual payments of principal and interest on the 


debentures until the excess has all been applied, 
. to buy back the debentures, 


r with the approval of the OMB, to meet other capital expenditure 
which would otherwise have been met from taxation upon the same 
class of ratepayers as bear the debt charges on the debenture 


issue which gave rise to the excess proceeds. 


6 - Contributions to capital expenditure 


A council by-law should be available for your examination to support a 
contribution to capital expenditure from the revenue fund, from reserve 
funds, or from reserves. Where a contribution is from a reserve, the 


total amount transferred in the year may not exceed the restriction imposed 
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by the Department of Municipal Affairs (see page 405 in Bulletin & of the 
Municipal Finance Mamial). Where the capital expenditure is for a purpose 
different from that of the reserve fund, the approval of the Department is 


required for each transfer from the fund. 


D- The capital project after completion 


Fixed assets are not reported on a municipality’s balance sheet, and the 
accounting records related to fixed assets may be minimal. Nevertheless, 
there should be extensive management records related to fixed assets, 
These records provide for the efficiermt maintenance, insurance and use of 
assets, as well as adequate safeguards to prevent their unauthorized 
disposal, Bulletin 5 of the Municipal Finance Manual describes the types 


of records which are usually kept. 


In your evaluation of your client's internal control, you may want to 
examine the system of record-keeping for fixed assets, and also advise 


your client concerning the control over fixed assets. 


The sale, disposal or abandonment of assets should be authorized by council. 
Procedures vary, depending upon the municipality's procedure by-law; 

however it is often considered worth the cost to have an independent appraiser 
value an asset before sale. Or tenders may be called for the sale of any 


assets by the municipality. 


The Municipal Act restricts the use of proceeds from the sale of assets on 
which there is still debt outstanding. The restrictions are the same as 


those applied to the use of excess debenture proceeds (see page Fl ). If 
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the asset is free of debenture debt, the use of the proceeds is at the 
discretion of the council. It is good general practice to regard the 
disposal of an asset as a source of capital funds to be used to finance 


further capital expenditure. 


E - Some problems in the capital audit 


You should realize the practical problem involved in providing full and clear 
disclosure of all material commitments and contingent liabilities at the 
balance sheet date. A long time may elapse during the planning of capital 
projects, the obtaining of the council's agreement, the completion of the 
preliminary legal steps and the obtaining of permanent financing. As a 
result, there may be a lot of confusion about just when your client is 
actually committed to make capital expenditures, as well as the actual amount 
of its contractual obligations and contingent liabilities, Nevertheless, 

all material contractual obligations and commitments for capital expenditure 
should be disclosed clearly in a note to the financial statements. 

Similarly, material obligations and commitments of local boards which require 
your client to incur long-term liabilities should also be disclosed, because 


they affect its credit standing. 


From time to time, the municipal officials are put under considerable 
pressure to give swift and favourable consideration to certain capital 
projects. You will undoubtedly understand the temptations that exist for 
both elected representatives and appointed officials to gain personally 
through the improper use of their office or influence, or through their 


"inside" knowledge. 
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Bear in mind the rules about impartiality in dealings between the munici- 
pality and its constituents, and the rules which are intended to eliminate 
abuses which might arise from conflicts of interest. Controls in a 
“municipality must be strong enough to avoid the loss of large amounts of 
money through serious inefficiencies or abuses in the planning, financing 
and completion of capital projects. Your evaluation of the controls 


should be performed with this in mind. 
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OTHER AREAS 


Temporary borrowing, fidelity insurance and reserve funds and other special 


funds have unusual statutory requirements. 
A - Temporary borrowing 


There are stringent statutory limitations on the use of temporary borrowing 
by a municipality. Every loan made to a municipality must be authorized by 
a by-law and secured by a promissory note. A municipality has absolutely 


no authority to incur a bank overdraft or any other unsecured loan. 


Loans can be made for current operations or for capital purposes. Loans to 
finance current municipal operations are limited to 7O per cent of estimated 
uncollected revenues for the year; if it is necessary to exceed this limit, 
the approval of the OMB must be obtained. "Estimated uncollected revenues” 
refers to the anticipated income of the revenue fund, including all revenue 


contributions from other governments and from taxes for the year. 


When the OMB gives a municipality permission to undertake long-term 
borrowing, it also approves temporary financing up to the cost of the project 


at the same time (see page Fi4 }. 


Temporary loans for current purposes must be repaid out of the current or 
preceding year's revenues when they are received. Proceeds from the sale of 
debentures must be used to repay the temporary loans for capital purposes. 
These terms are written into a standard form of by-law which is provided by 


banks. 


A temporary loan is a liability of the fund indicated in the authorizing 
po 


by-law. For example, if a capital fund loan is inadvertently authorized on 
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a revenue fund by-law, it is a liability of the revenue fund and must be 
reported as such. This type of mistake should be avoided because it can 
result in restrictions to future borrowing; it also confuses the source of 


funds from which the loan is to be repaid. 


In order to determine adherence to statutory limitations you should know 
the belance of each capital loan, and the balance of the temporary loans 
for current operations. This information is also necessary to separate 
capital from current loans in financial statement presentation. Banks will 


provide you with these details on a standard bank confirmation form, 


Few local boards have the legal authority to incur their own debt; in 
most cases the municipality must borrow on their behalf. You should ask the 


appropriate official fur his authority for any direct loans to a local board, 


B - Fidelity insurance 

As an absolute minimum obligation, the law requires a municipality to bond 
its treasurer, deputy treasurer, collector and any other officer designated 
by the council, and the council must review the adequacy of its bond 


coverage each year, 


In practice, coverage has frequently proved inadequate - reflecting a myopic 
municipal attitude in obtaining insurance. An effort to save a few dollars 


now may result in irrecoverable future losses, 


Encourage the council to provide both blanket and position insurance in 
adequate amounts on its employees and additional insurance for positions of 


greater responsibility. 
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C - Reserve funds and other special funds 

Reserve funds are resources segregated to pay for costs to be incurred at 

a future date. Other special funds include trust funds, pension funds and 
Sinking funds. Full details of these funds - plus the statutory limitations 
for establishing investing and spending these funds - are to be found in 
your Municipal Finance Manual on pages 403-405, Review this information 


before you start this part of your audit. 


The law requires that earnings of a fund's assets become the property of 
the fund and that they must be used for the same purpose as the fund. When 
a fund's assets are lent internally for other municipal purposes, interest 


is paid to the fund, 


The legislation and by-laws affecting each fund indicates where special 


features of control may be necessary. 
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APPENDIX "A" 


MUNICIPAL AUDIT REMINDER LISTS 


,ntroduction 
These reminder lists are designed to assist you in making a comprehensive 
review of the mmnicipal systems. They review the contents of the parts of 


the booklet covering revenue, expenditure, capital and other areas. 


The controls outlined in the reminder lists are those found in a well 
administered municipality. You should consider them to be a yardstick 
against which to measure your client's systems - not as absolute require- 


ments. 


Revenue 
1. Does the council pass by-laws establishing policies for: 


(a) Allocation of responsibilities for collecting and controlling revenue? 
(b) Tax instalment dates? 

(c) Interim tax billing? 

(d) Collecting taxes? 

{e) Joint municipal agreements? 

(f) Fee schedules? 


(g) Approval of annual estimates and will rates? 


2. Do appointed officials have established procedures for: 

(a) Reviewing the assessment roll? 

(b) Appealing assessments where necessary? 

(c) Correcting and updating the assessment and collector's rolls? 

(d) Preparing the budget tax rate by-law? 

(e) Preparing tax bills and tax revenue summary - including the 
addition of special charges and amounts added for collection? 

(f) Billing and collecting supplementary taxes? 

(g) Collecting business taxes? 

(h) Tax sales or tax registration? 

(i) Billing and collecting penalties and interest on overdue taxes? 

(j) Claiming, checking and recording payments from other governments? 

(k) Recovering federal and provincial sales tax? 


(1) Controlling revendes from licences, permits and fees? 
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3. Are budgets adequate to: 
(a) Identify the source of all expected revenue? 


(b) Identify surplus funds available for temporary investment? 


4, Do financial reports provide the information necessary for the control 


of collections? 


5. Have the legal requirements of the provincial statutes been observed 


for: 


(a) Updating and correcting the assessment and collector's rolls? 
(b) Preparing the budget and tax rate by-law? 

(ec) Preparing and distributing tax bills? 

(d) Collecting taxes? 

(e) Charging penalties and interest on overdue taxes? 

(f) Tax sales or tax registrations? 

(g) Billing and collecting supplementary taxes? 

(h) Joint agreements with other municipalities? 


(i) Imposing charges for other revenue? 


Expenditure 


1. Does the council pass by-laws establishing policies for: 


(a) Allocation of responsibilities for controlling expenditure? 
(b) Annual expenditure estimates? 

(c) Limits for purchase approvals? 

(d) Purchasing and tendering? 

(e) Payment of accounts? 

(£) Personnel and wage rates? 


(g) Insurance coverage? 
2. Do appointed officials have established procedures for: 


(a) Purchasing and tendering? 
(b) Payment of accounts? 


(c) Preparation of annual estimates? 


(d) Hiring and payroll preparation? 
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(e) Control of inventories? 


(f) Preparation and distribution of internal financial reports? 
3. Do department heads initiate adequate departmental procedures for: 

(a) Requisitioning? 

(b) Purchasing? 

(c) Receiving? 

(d) Storage? 

(e) Approval of payments? 


4, Do the budgets identify expenditure Limits by control centre? 


5. Do the financial reports provide the information necessary to manage 


each control centre? 
6. Have the legal requirements of the provincial statutes been observed for: 


(a) Amounts to be paid to mmicipalities for which the municipality 


must raise taxes; boards of education, counties, etc.? 


(b) Amounts raised for special area charges: police villages, service 


areas, etc.? 
(c) Transactions involving reserves? 
(d) Taxes written off? 
(e) Deficits? 


(f£) Contributions, grants and subsidies? 


Capital 

1. Have the legal requirements been observed for: 
(a) Obtaining OMB approval? 
(b) The use of money received from subdividers? 


(c) Apportioning costs of projects not financed from general revenue? 
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2. Are there adequate procedures to: 


(a) Prepare a capital budget? 

(b) Document each project? 

(c) Control costs of each project? 

(d) Correct unfavourable trends in costs? 

(e) Call tenders? 

(f) Obtain professional advice when needed? 

(g) Obtain performance bonds and liability insurance? 
(h) Control cashed debenture coupons? 

(i) Control and insure fixed assets? 


(j) Dispose of fixed assets? 


3. Do the financial statements properly reflect: 


(a) Capital expenditure regardless of how financed? 
(b) Long term liabilities? 
(c) Capital outlay to be recovered in future years? 


(d) Contractual obligations and contingent liabilities? 


Other areas 


1, Have the legal requirements of the provincial statutes been observed 


for: 


(a) Temporary loans for current operations? 
(b) Temporary loans for capital purposes? 
(c) Fidelity insurance coverage? 


(d) Reserve funds and other special funds? 


2. Is there adequate fidelity insurance coverage? 
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H-5 APPENDIX _''B!" 


ASSESSMENT APPEAL PROCEDURE 
ASSESSMENT _ACT 


APPEAL MAY WITHIN THE FOLLOWING PERIOD BY THESE ELIGIBLE PARTIES FOR THESE REASONS | 


BE MADE TO 


ASSESSMENT Between the delivery of the Any person Any information on the Assessment Roll 
COMMISSIONER assessment notices to the rate~ 

payers and the assessment roll to| 

the municipal clerk - at least 


15 days 
ASSESSMENT | 14 days after the delivery of the; Any person including a municipality (a) Any error or omission in regard to 
REVIEW Assessment Roll to the municipal | or a school board himself 
COURT clerk { | 
1 (b) That the assessment of his or any other 
| person is too high or too low 


| 

I 

ea ee a 
COUNTY COURT 14 days after notice of decision A municipal corporation, a school 


(a) The decision of the Assessment Review 
JUDGE of the assessment review court board, assessment commissioner, Court 


has been given by the regional any person assessed or any mmi- 


registrar { cipal elector of the municipality (b) The omission, neglect or refusal of that 


| | 

| | 

i | i 

1 | court to hear or decide an appeal H 
sh ee 
ONTARIO 21 days after the mailing of | The municipal corporation, a school (a) The decision of the county court judge } 

| 


MUNICIPAL the notice of the decision of board, the assessment commissioner, 
BOARD { the county court judge any person assessed and any person (b) The decision of the Assessment Review 
| who has filed a complaint with the Court for assessments over $50,000 
eee nee Review Court in that 
| | 24 
ae ey coco — t 
COURT OF 15 days after the delivery The same people who could appeal | The decision of the OMB upon all questions | 
APPEAL of the order of the OMB to the OMB of law or the construction of a statute, a 
| municipal by-law, any agreement in writing { 
H to which the municipality concerned is a { 
Hl party, or any order of the Ontario Municipal | 


sent rs one eee eee ph nine 


There is the same time-table for people assessed subsequent 
to the closing of the Assessment Roll. Any person involved 
should review the appropriate legislation. 


eaytae alaroria atuer te" 


—— 


ioarsq wid 


Se 


imam © gutbwlagt cosseq yah 
bsaod fondae & tO 


a A OE ELLE TN 


se & ,noite*tortes feqhotaum A 
tmntaetimaos inaneesets bres 
nm “Ab DSatsr2s rise29q WAtEE 
mytoires ats to stoisels Paqis 


3) 


oe ne ee ge ae er Oa AE —e 


® ,foltetogses iaqiolvum ont 
wineoo Nnetiegoarsn oid rao 
) vine tis Bowesuen rodtsg yne 
iy Saanigqmoo « heli? anal ow 
bond 270d waives InomaeseRA 


ISS 

(er oe —— a 
cana: ow Si qcco seb oft 
MO) stv a3 


\~ Tloy 2sheeeagsee a2 bos atayeq 


ois Yo exdvelah ada naewtst 
-@74% of! oF eanitod 2asmeesess 


sane! 46 ~— adtelz= {nqioiaum 5 
aynb er 


ga I: cal aie chat aon 


faqhainim wid o3 Ife 3asmeapar’ 
#xolo 


bok eras 46 Sahien tostH eyed at 
oniod wolvaz JaaFRengan vit Bo 
fanoigss of) nayig ased aati 
ta27eige: 


® 
aad 


qo nofelseh ais ke aoytan siz 


[ 

Ve ‘ gart Lim alt iste edad If 
1 ‘Sabot suo yours ais 
é 


a me, 


tt i: APA a 


is eyeb 2t 


a 
: rye aa siz To 


| a 


* 


Bee APPENDIX _''C" 


Guide to the calculation of the benefit of unconditional grants to residential 


and farm properties. 


As pointed out on page _ The Municipal Act provided that the unconditional 
grant payments shall be applied solely for the benefit of residential and farm 


properties. You can test your client's calculation as follows: 


1. Calculate the total estimated expenditures for general municipal purposes. 


Amount for general municipal purposes to be raised by 
the tax levy 


Add back the unconditional grants 


Total estimated expenditures for general municipal purposes 
(not reduced for by the residential property tax reduction) 


sASasSSaa3 
2, Calculate the total taxable assessment 
Residential and farm assessment 
Commercial and business assessment 
Total taxable assessment 


3, Calculate the appropriate mill rates 


Total estimated expenditure x 1000 ae (c x 1000) 


(a) 


(b) 


(c) 


(d) 
(e) 
(f) 


Commercial mill rate: —~—-~---———— ea ae 
Total assessment (£) 
Mills 
Unconditional per capita grant x 1000 (b x 1000) 
BOOTY remnge cee pen para reine SOIT ween OF Oe Mills 
Residential land farm assessment (d) 
Residential and farm mill rate: Mills 
4, Test your calculation 
Commercial and business assessment by the commercial mill rate (e x g) 
Mer toy OE, 
Plus the residential and farm assessment by the residential 
and farm mill rate (d x i) ~. ek) 
Amount for general municipal purposes to be raised by the 
tax levy (j + k = a) Per ees fe) 


These calculations do not cover transitional adjustments or the effect of grants to 


municipalities that are part of a regional government. 


(g) 


(h) 


(i) 


(a) 
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This listing of books and periodicals is by no means exhaustive; neither does 
it consist of required reading for municipal auditors. Some of the titles 
you may want to have in your office for reading and frequent reference - 
others you may never read unless you have a particular interest in a special 


aspect of municipal practice. 


Rather than give you a massive listing of books and papers - which might look 
impressive but is often totally unhelpful - we have carefully culled out 

those titles we are sure will be of most use to you. We have added our own 
subjective comments to help you decide whether or not you want to purchase 

or borrow a particular book or periodical. It may well be that we have missed 
a useful title or two. If you come across a book or paper which you feel 
would be of help to other municipal auditors, please let us know so that we 


can pass on the information. 


Accounting 


i Ontario, Department of Municipal Affairs, Municipal Finance Manual, 


Toronto, $5.00. 


A locse-leaf binder which contains Bulletins explaining accounting principles 
and practices (if they differ from normal practice) and detailed instructions 
for completing the annual financial statements of municipalities. Regularly 


updated. 


= Municipal Finance Officers Association of the United States and Canada. 


Government Accounting, Auditing and Financial Reporting, Chicago, 1968, 


234 pages. 
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An authoritative reference describing North American practice, not entirely 


pertinent to practice in Ontario. 


Auditing 

a The Canadian Institute of Chartered Accountants Study Group on Audit 
Techniques 
(a) Internal Control and Procedural Audit Tests 1968, 38 pages 
(b) Confirmation of Accounts Receivable 1969, 31 pages 


(c) Internal Control in the Small Business 1967, 31 pages 


(d) Materiality in Auditing 1965, 22 pages. 


Well-researched technical studies containing many ideas that are applicable to 
municipal auditing and that have been accepted as good general practice. 


Available from the CICA offices in Toronto, 


Bis R. M. Skinner and R. J. Anderson, Analytical Auditing, Sir Isaac Pitman 


(Canada) Limited, Toronto, 1966, 163 pages. 


A basic reference text which describes one approach to the evaluation of 


internal control. 


ae The Institute of Internal Auditors, Sampling Manual for Auditors, 1967, 


120 pages. 


A working handbook on the application of sampling techniques by auditors. Not 
exhaustive but it does provide the reader with the principal uses of sampling 


and some statistical tables, 


Budgeting 
By L. L. Moak and K. W. Killian, Operating Budget Manual. Municipal Finance 


Officers of the United States and Canada, Chicago, 1963, 347 pages. 
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Part of a series on budgets in municipal government. Includes guidelines 
for the preparation, consideration, adoption and administration of operating 


budgets in larger municipalities. 


an L. L. Moak and K. W. Killian, Capital Programing and Capital Budgeting, 
Municipal Finance Officers of the United States and Canada, Chicago, 


1964. 152 pages. 


Describes the need for separation of the capital program and the capital budget 
and the procedure involved in preparing both. Also includes studies of the 
use of these instruments in 17 cities with suggestions for desirable practice 


in each case. 


3. LL. L. Moak and K. K. Gordon, Budgeting for Smaller Governmental Units. 


Municipal Finance Officers of United States and Canada, Chicago, 1965. 


194 pages. 


Covers the problems and actual experiences of budgeting in 20 smaller cities 


(population 12,000 to 70,000). 


Finance 
1. A. H. Marshall, C.B.E., Financial Administration in Local Government, 
Royal Institute of Public Administration, University. of Toronto Press, 


Toronto 1960, 385 pages. 


A basic reference text describing present-day municipal finance practice in 
municipalities in England. Most of the ideas are also applicable to Ontario 


because of the similarities of local government organization and finance, 
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a The International City Menagers Association, Municipal Finance Admini- 
stration (6th edition). Institute for Training in Municipal 


Administration, Chicago, 1962. 519 pages. 


Written as a guide to help senior appointed officials improve the administration 


of services within their municipality. 


3. Ontario, The Ontario Committee on Taxation, (The Smith Report) 1967. 
Queens Printer, Toronto, 1967. 3 volumes; 343 pages, 549 pages and 


73 pages. 


Volume II contains the best available description of local goverrment taxation 
and finance in Ontario. Some parts are already dated by changes since 
publication, but it contains a great deal of well-written information based 


on reliable, detailed research. 


h, J. Stephen Dupre, Interprovincial Finance in Ontario - a Provincial 
Pp pre, LE 


Local Perspective, Queens Printer, Toronto, Lhe pages. 


A background paper to the report of the Ontario Committee on Taxation. It 
describes the provincial-municipal financial relationships in detail and 
with great clarity, as well as providing valuable historical background to 


the development of the chaotic grant system which exists. 


ae R. W. Macauley, Q.C., The Report of the Smith Committee on Taxation: 


A Synopsis. CCH Canadian Limited, Don Mills, 1968. 23h pages. 


A summary of all the recommendations of the Ontario Committee on Taxation 
including a synopsis of the reasons for each recommendation and its pre- 


dicted effects. 
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6. The Canadian Institute of Chartered Accountants, Municipal Finance and 


Administration in Canada. Toronto, 1967, 54 pages. 


Reprints of 10 articles from the Canadian Chartered Accountant. Some of the 


information does not apply to Ontario. 
ts Canadian Tax Foundation, Local Finance (open series) Toronto 


A series to date of 23 studies and reports on municipal finance and taxation 
containing comparative financial statistics, supplemented by narrative inter- 
pretation and explanation, Subjects include public health and welfare, 
community planning, pollution control and regional government throughout 


Canada. 


By Canadian Public Administration, The Institute of Public Administration 


of Canada, 45 Breadalbane Street, Toronto 5, Ontario. 


A quarterly journal reflecting the scholarly research of university teachers 
in public administration, and the practical experience of senior civil 
servants. Most issues contain at least one article which is relevant to 


local government finance or administration. 
9. Canadian Tax Journal, 100 University Avenue, Toronto 1, Ontario. 


A bi-monthly journal which sometimes contains excellent articles on local 


government finance, particularly in the areas of assessment and taxation. 


General 
a The Ontario Municipal Association, The Municipal Council and Councillor 


in Ontario. Toronto, 1966, 67 pages. 
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A very readable, concise introduction to the organization and accountability 
pattern in Ontario municipalities, written from the point of view of a newly 


elected member of council. 


2. K. Grant Crawford, Canadian Municipal Government. University of Toronto 


Press, Toronto, 1954, 407 pages. 


The standard text on the organization and finance of local government across 
Canada, with specific information about each province. Although much of the 


detailed information is now dated, it provides reliable background reading. 
3. The Municipal World, Municipal World Ltd., Box 399, St. Thomas, Ontario. 


A monthly journal which contains up-to-date information on the activities of 
municipal associations, changes in legislation and practices that affect 
municipalities, the changing provincial-municipal relationship, and reflections 


on current government policies. 


4, Ontario Department. of Municipal Affairs, Summary of Financial Reports of 


Municipalities, Toronto, $5.00. 


Provides an annual summary of the financial reports of all Ontario municipalities. 


Very helpful in compiling comparative statistics. 


oe Ontario Department of Municipal Affairs, Municipal Directory, Toronto. 


$1.00. 


An annual listing of municipalities by county or district with population, 
assessment, telephone number, and the name and address of each head of council, 
chief administrative officer, clerk, treasurer and engineer or road super- 


intendent. Names and telephone numbers of officers at the D.M.A. are also 


included. 
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6. Ontario Department of Municipal Affairs, Provincial Assistance to 
Municipalities, Boards and Commissions. Toronto, $2.00. 


A loose-leaf binder which provides information about the major active 


provincial grant programs. Its contents are updated regularly. 


ie Ontario Department of ‘tunicipal Affairs, Summary of Legislation affecting 
municipalities. 
Supplied at no charge to municipal auditors when published. 


8. Ontario Queens Printer, The Ontario Gazette. 


Published weekly. Contains information about regulations, tax sales, royal 


assent to bills, and proclamation of acts in Ontario. 


Law 


ilk Association of Municipal Clerks and Treasurers of Ontario. Where to Find 


the Law, Toronto, 1967, 18 pages. 


Very useful, up-to-date, concise instructions and suggestions, explaining 


time-saving procedures to the average municipal administrator. 


Es L. R. MacTavish, Q.C., The Ontario Statute Citator. Canada Law Book 


Limited, 100 Richmond St. East, Toronto. 


A reliable, time-saving updating service to the Revised Statutes of Ontario. 


It incorporates all legislation once it has become law. 


3. I. M. Rogers, The Law of Canadian Municipal Corporations, The Carswell 
Company Ltd., Toronto, 1959, 2 volumes. 
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The basic text on current municipal law. Updated by occasional supplements. 


Co-ordinates various statutes and explains their interpretation by the courts. 
4, Queen's Printer, Revised Statutes of Ontario, Toronto. 


Updated for 1970 the RSO's contain the consolidation of the public general 
acts of the legislature of Ontario. Annual Statutes of Ontario contain the 


Public and Private Acts passed at each session. 


Tax Collections 
Ls The Municipal World, Tax Arrears Procedure and The Department of 


Municipal Affairs Act. St. Thomas, Ontario, 1965. 27 pages. 


Extracts from the statutes and regulations explaining the necessary steps 


under the tax registration procedures. 


es The Municipal World, Tax Sale Procedure under The Assessment Act. 


St. Thomas, Ontario, 1964. 37 pages. 


Extracts from the statutes and regulations explaining the necessary steps 
under the tax sale procedures. Statutory references are now outdated 


because the relevant sections have been transferred to The Municipal Act. 


Be Association of Municipal Clerks and Treasurers of Ontario, Licensing 


and Trade Regulation, Toronto, 1967, 31 pages. 


General background and rationale for municipal licensing powers. A good 


review of a complicated subject. 
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Statutes 


1. The Assessment Act 

2. The Cemeteries Act 

3. Community Centres Act 

h, Department of Municipal Affairs Act 
5. Drainage Act 

6. Highway Improvement Act 

7. Local Improvement Act 

8. Municipal Act 

9. The Ontario Water Resources Act 
10. Ontario Municipal Board Act 

11. Planning Act 

12. The Power Commission Act 

13. Public Libraries Act 

14. Public Parks Act 

15. Public Utilities Act 


16. Tile Drainage Act. 


Note: All statutes and publications of the Ontario Government are avail- 
able through the Ontario Government Book Store, 880 Bay Street, 


Toronto, Ontario. Cash must accompany the order. 
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